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CHAPTER I

INTRODUCTION
This project has been undertaken to evaluate the fe a s ib ility and
p r o f it a b ility of a new type realtor service.

The business evaluated

is a s e lle r assistance service, or "for sale by owner" assistance
service.

In specific terms this f e a s ib ilit y study w ill address the

following subject areas:

( I ) A definition of the services to be pro

vided by the proposed service; hereafter called Home Marketing Service,
(2) an evaluation and d efinition of the target market population, and
its characteristics, (3) an evaluation of the competitive environment
which the service w ill face, (4) a determination of the p ro fit potential
of the business.
I t is a generally recognized procedure in the business world to
perform a f e a s ib ilit y study prior to in it ia tin g action on expansion,
product line changes, or establishing a new function.

I t provides

management with both decision making information and an implementation
plan should a "procede" decision be made.

In this specific instance,

a study such as this provides the vehicle with which to evaluate the
true potential

of the business prior to making any irrevocable invest

ment decisions, and i t gives the opportunity to make revisions to the
marketing plan while s t i l l in a no cost environment.

1
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The idea for a new type realtor service is a result of the
realization that each year approximately 5.1 million families move
from their homes.*

In the process of selling their homes, there

presently exists only two real and usable alternatives.
seller can try to sell the house e n tire ly by themself.

F ir s t, the
Depending

upon the number of previous experiences, knowledge of the local
housing market, and the individual's sales a b ilit y , the transaction
may be a success or a complete f a ilu r e , or somewhere between the two
extremes.

The second alternative is to hire or contract a real estate

sales firm to handle the transaction.
commission rate of 7 percent,3

At the present national average

this equates to a commission of

approximately $3,038.00 on the average used home s a le .3

I f the

projections of Bernard Frieden and Arthur Solomon of the Massachusetts
Institute of Technology are correct, the average new home w ill cost
$78,000 by the early 1980s.^

Assuming that this is correct, the

average commission could then be expected to be in the range of
$5,400.00 i f the 7 percent rate remains in effe c t.

The rapid in fla tio n

Anthony Downs, "Real Estate Forcast: 12 Months of Fair Weather,"
Real Estate Review, Vol 7, No. 2, Summer 1977, p. 25.
3"Real Estate Agents Looking for Ways to Lower Commissions," The
Wall Street Journal, 23 June 1977, p. 1.
3Computed using $43,400 (average selling price) From the National
Association of Realtors, as of June 1977, as reported in The Wall Street
Journal, 9 August 1977, p. 11.
^"Average New Home Seen Costing $78,000 by the Early 1980s," The
Wall Street Journal, 4 March 1977, p. 11.

3

in housing prices has not deterred the rea lto r industry from raising
«

the customary commission rate from 5 percent to 7 percent in a short
period of time.

Therefore, not only has the sales price which the

commission is computed against risen faster than the cost of l i v i n g , 5
but the actual commission rate i t s e l f has increased.

This provides a

strong incentive for many homeowners to try and sell th e ir homes them
selves to save re a lto r commissions.

I perceive that many people do

not value a re a lto r's services as worth the cost, and yet many sellers
are unprepared and do not have sufficient knowledge of the market to
adequately handle a ll phases of home selling in manner that is optimum
to th e ir interests.

In addition, many prospective home buyers lik e

the "security", help and market orientation that is provided by real
estate sales firms, that is not available when they buy a home from
an owner.
As a result of these situations, a third alternative is proposed.
This third alternative is a service which w ill prepare and tra in people
for the task of selling th e ir own home, and w ill provide market orienta
tion for prospective buyers.

The service w ill include many of the

technical and advisory services that are now provided only by realtors,
but i t w ill not include the actual showing and direct selling of houses.
Since a real estate salesman's share of a commission approximates 50
percent,6 the elimination of the direct selling by salesman and an
6Suzanne Lesseps, Editorial Research Reports, Housing Outlook
(Washington D.C.: Congressional Quarterly In c ., 22 April 1977), p. 291.
6Maurice A. Unger, Real Estate Principles and Practice, 3rd ed.
(Cincinnati, Ohio: South-Western Pub!ishing Co., 1964), p. 449.
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assumption of these duties by the home owner becomes the key
marketing ingredient of the proposed service.
The specific hypothesis that w ill be tested by this study is
that there are s ufficien t homeowners who are w illin g to assume
salesman duties, and that this population represents a large enough
volume of annual sales so that the assistance service can be p r o f it 
able and re la tiv e ly inexpensive to the user.

The term inexpensive

is defined as commission rates in the lh to 2 percent range.

Before

going any further, I think that i t would be beneficial to the reader
to l i s t a quick summary of the services that w ill be provided by the
proposed business.

The lis ts have been divided into those services

provided to the s e lle r , and services provided to a prospective buyer.
Bear in mind that these items w ill be discussed more completely in
Chapter 6.
Services to the Seller
A screening of prospective buyers so that only those individuals
capable of purchasing a specific home are referred
A central lis tin g of a ll homes in the area that are for sale by
the owner
Pre-sale advice on house value, high y ie ld f ix up projects, etc.
A training seminar on home selling practices and principles
Advertising preparation and placement
Packages of necessary forms and preparation instructions, and
brokerage services
A showing room for prospective buyers
Making arrangments for getting the s e lle r and buyer together, making
showing appointments
The service would not^ include the actual showing of the house by
a salesman

5

Services to the Prospective Buyer
Market orientation, to include fact sheets on each community or
neighborhood
Assistance in arranging financing
A showing room where buyers can select homes to look at from
photographs and a central lis tin g
This project has been developed using the Great Falls, Montana
area as a data base, with the intention of applying the results of the
fe a s ib ility study to a business in Great Falls.

The study only addres

ses the housing market in Great Falls that is comprized of single
family dwellings, and duplex and trip le x units.

The present market

as just defined is limited to approximately 21,000 units^ with an
Q
annual turnover of approximately 2r3QQ units . The only significant
assumption used in this study is the assumption of relative s t a b ilit y
in the existing demographic structure and the non-occurrance of any
state or federal legislatio n which would have a major impact on the
real estate industry.

Such items as a change in the capital gains tax

laws or the elimination of tax deductions for mortgage interest would
render most existing data useless.
In developing this project, the starting point was to locate
any similar realtor services to the one proposed in this study.
^The Municipal Yearbook, 1977, Vol 44, (Washington D.C.: In te r 
national City Management Association, 1977) p. 25.
8This figure is obtained by multiplying the number of houses in
Great Falls by the average turnover rate (11.12%). The method used to
compute the average turnover rate is detailed in Chapter 3.
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Only one such service was o rig in a lly found to be in operation, la te r
research identified two more.

Since the information was sketchy and

of questionably v a lid ity , i t was determined that information on the other
services would not be used as a foundation for this study.

On the

other hand, a great deal of information is available on the general
subject of real estate principles and practice, and conducting business
fe a s ib ility studies and previously published material was used heavily.
The text of this study is separated into 7 major topics, or chapters.
F ir s t, a general demographic description of the Great Falls area, with
particular attention to population trends and forcasts.

Second, is

an anlysis of the existing housing market in Great Falls.

The empha

sis was placed on such items as selling prices, unit turn-over rates,
annual dollar sales, the supply and demand balances or imbalances, and
new or proposed construction.

The third topic is a determination of

the target population, and a p ro file of the target segment.

Of p a r t i

cular importance is the determination of who would use the service (by
age, sex, educational le v e l, income le v e l, number of previous experiences
in buying or selling personal residences, e t c . ) , the size of the target
♦

population, and annual home sales for people in the target segment.
The target segment is addressed as two groups; those selling houses
and those in the market to buy a house.

The fourth topic to be

addressed is the competition that the new business w ill face, primarily
from existing real estate sales firms in Great Falls.
areas covered are:

The specific

a p ro file of the Great Falls realtors (sales, number

of firms, size, services provided and cost to the s e lle r ) , a detailed
p ro file of the "average" salesperson employed by the agencies, and an

7

evaluation of how well they perform the services that they are paid
to provide.

The f i f t h subject addressed is a detailed description

of the proposed business.

This includes the services to be provided,

a marketing plan, and a description of the particular consumer needs
to be satisfied.

This section also addresses operating procedures,

and i t details any problems that remain to be solved.
contains the financial analysis.

Chapter 7

In this chapter a comparison is

made between operating costs and projected revenues.

In the last chapter,

Chapter 8 a ll preceding analysis is brought together with a resultant
statement of projected p r o f it a b ilit y or loss.
In general terms, this project was developed using primarily the
historical research method.

As with most projects there was also some

use of the experimental method (the sample survey) and some limited
use of the s ta tis tic a l method during analysis.

The use of the historical

method was deemed* most appropriate for this project since the bulk of
the data that was used to determine f e a s ib ilit y of the business was
available in secondary sources.

Some s ta tis tic a l model building was

employed to determine price and demand relationships.

The data that

»

were used to p ro file the target market were obtained through a mail
questionnaire to heads of households, residing in owned homes in the
Great Falls area.

The mailing l i s t was developed using a simple random

sample from the Great Falls City Directory.

Each name drawn from the

Directory was then cross checked against the county tax register to
insure v a lid ity .
draws.

Any bad draws were replaced with additional random

The confidence level computations fo r the sample are included

in the appendix to this study along with a copy of the questionnaire and

the cover l e t t e r that was used.

Interviews were conducted with p e r ti

nent characters in the real estate, financial and peripheral industries
to determine more specific information about the Great Falls home
buying and selling market.
on specific topics.

Nine Great Falls realtors were interviewed

The questionnaire used in these interviews is

included in the appendix.

Each interview that was conducted during

the course of this research is noted in the bibliography.

The data on

demographic features, as well as the data on the housing market and
the Great Falls economy were collected through the use of secondary
sources lis te d in the bibliography.

Data on the potential users of the

home marketing service were collected from a primary source, the question
naire.

Data on the competition were collected from the interviews

(primary) and from publications of the related national associations and
the periodicals as the secondary source.

Operating cost data were

collected from both interviews and publications from the Small Business
Administration.

All other data sources not s p e c ific ally mentioned here

can be assumed to come from items lis te d in the bibliography.
This study has been prepared using the most accurate and current
information that is available; however, the reader must be constantly
aware of changing conditions and situations.

In the real estate market,

particularly in Great Falls, changes are occurring even as this paper
goes to printing.

Any use of the data contained herein must be tempered

with a knowledge that the decisions reached and recommendations pre
sented are only valid so long as the data remains re la tiv e ly current.
In view of the v o la tile changes taking place in the market i t
is estimated that this study must be updated within 1 year from
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date of publishing.

Use of this study beyond that time greatly

increases the risk of erroneous decision making.

CHAPTER I I

DESCRIPTION OF THE MARKET PLACE
Geographic and Climatic Factors
Great Falls is located in central Montana on the eastern slopes
of the Continental Divide.

I t is located in a valley formed by the

Rockies to the west and the Big and L i t t l e Belt Mountains to the south
and east.

The c ity sits astride the main branch of the Missouri

River, which through a system of hydro-electric dams provides most of
the electrical power for the entire central Montana area.

The topogra

phy of the area is characterized by high plateaus and deep valleys.
The city is located at 3,300 feet above sea le v e l.

The c ity is layed

out with the central business d is t r ic t along the banks of the Missouri
River with the housing areas of town rising up from the low ground near
the riv e r to the high ground in a ll directions.

The area immediately

surrounding Great Falls is some of the most productive land for the
production of dry land crops, primarily wheat and other food grains.
Land which is not used for grain production is used for livestock
grazing.
The weather in Great Falls is fa r milder than is expected on
the high north plains.

Summers are warm and dry and winters are modera

ted by warm, gusty Chinook winds that keep the ground bare of snow most
of the winter.

The extreme cold that occurs at times during the winter

months normally lasts only a short period before being replaced with
10
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warmer temperatures.

The overall climate of Great Falls is semi-

a rid , with most of the sparse r a in fa ll coinciding with the agricul
tural growing season of late spring to early f a l l .
The location of Great Falls makes i t readily accessible to
excellent winter sports areas, water sports, hunting and fishing
or any other outdoor a c tiv ity .
Since Great Falls is the central r e t a il and wholesale market
for a large area of central and north central Montana, more services
are available than would normally be expected in a city this size.
Demographic P rofile
The population of the c ity of Great Falls as determined by the
1970 census of population was 60,091.*

Any discussion of the Great

Falls population should include a parallel discussion of the Cascade
County population, since much of the Cascade County population is
concentrated either in the c ity or in the areas immediately surrounding
the c ity lim its .

Of particular importance is Malmstrom Air Force Base

which is located one mile outside the c ity lim its .
population in 1970 was 81,804.2

The Cascade County

The period since 1970 has seen many

changing factors with respect to population.

Estimates of the present

c ity population vary widely depending upon the method used and the
special interests of the party making the estimate.

Table 1 and figure

1 present the various calculations for present and estimated population
*U.S. Department of Commerce, Bureau of the Census, City and
County Data Book, 1972, p. 714.
21b i d . , p. 829.
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for the city of Great Falls.
TABLE 1
GREAT FALLS POPULATION

Year

Census

1950
1960
1970
1971
1972
1973
1974
1975
1976
1980
1985
2000

39,214
55,357
60,091
-

Federal-State
Project
-

-

.

-

-

61,619
61,305
62,117
61,749
62,252
-

-

-

-

-

Upper Mid
west Council

-

-

City-County
Planning Board

60,091
60,931
62,104
63,558
64,143
65,409
66,573
70,000
75,000
89,000

-

95,000
“

'

SOURCES:
Census data: U.S. Department of Commerce, Bureau of the Census
City and County Data Book, 1972, p. 714.
Federal-State Project Data: Federal-State Cooperative Program for
Population Estimates, May 1975, as compiled in The Great Falls Area
Chamber of Commerce Data Book, 1977, p. A-7.
City-County Planning Board Data:

I b id ., p. A -l.

Upper Midwest Council Estimates: Neil C. Gustafson, Recent Trends/Future
Prospects: A Look at the Upper Midwest Population Changes (Minneapolis:
Upper Midwest Council, January 1973), p. 48.
The charting of these projections, as shown in Figure 1, makes
i t quite evident that d iffere n t viewpoints are being taken with respect
to the future growth of the c ity .
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Fig. 1. Population of the City of Great Falls. Solid lin e denotes
the actual population as determined by the U.S. Bureau of the Census.
The broken lines represent estimates. The lin e designated with the
abbreviation UMC is the estimate of the Upper Midwest Council, CCPB
represents the estimates of the City-County Planning Board, and the line
t it l e d FSP represents the estimates of the Federal-State cooperative
program.
The c ity population estimates provided by the Upper Mid-west
Council (UMC) show a net population increase of approximately 30 percent
per year from 1970 through 1985.
very fast growth area.3

The UMC classifies Great Falls as a

Their estimates are not explained in quantita

tive terms, but rather subjective terms.

Mr. Gustafson, the Council

director explains that the high quality of l i f e in the Great Falls area
w ill draw industry and population from the less desirable areas at an
3Gustafson, Recent Trends/Future Prospects, P. 48.
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increasing rate.

The City-County Planning Board estimates are

based on the straight line projection of a net increase in popula
tion of approximately 1000 per year.^

The estimates are based on

the net increase in the number of residential building permits issued,
times a density factor of 2.897 persons per dwelling.

The Federal-

State Cooperative Program estimates were determined using an abbrevi
ated sampling method similar to that used by the Bureau of the Census.
The research conducted for this project showed no apparant cause for
the bouyant optimism reflected in the projections of the Upper Mid
west Council.

In addition, the density factor used by the City-

County Planning Board is suspect, by th e ir own admission, of being
too high.

As a re s u lt, any population estimates in this paper are

the result of a straight line projection of the Federal-State Coopera
tiv e program data.
The County population data (Table 2 ) are marked by a similar
variance to that shown in the c ity population estimates with the
exception that most parties agree on the 1975 estimated population.
From 1975 through 1990 the projections d i f f e r greatly.

Apparently

the projection with the greatest sophistication and least personal
interest bias is the projection developed by the Bureau of Business
and Economic Research, University of Montana.5

Although specific

projections of the Cascade County population beyond 1976 are not
available in the a r t ic le just referenced, f t can be i.nferr&d from
^The Great Falls Area Chamber of Commerce, Data Book. 1977, p. A-7.
^Susan Selig Wallwork, "Montana County Population Estimates:
1975 and 1976," Montana Business Quarterly, Summer 1977, p. 25.

15

the narrative text that a h to 1 percent annual growth in population
is a reasonable estimate.
TABLE 2
CASCADE COUNTY POPULATION

YEAR

CENSUS

1950
1960
1970
1971
1972
1973
1974
1975
1976
1980
1985
1990

53,027
73,418
81,804

CCPB

MBQ

-

-

-

-

-

-

-

-

-

81,804
-

83,700
-

84,468
86,003

-

RERC

-

-

-

DCA

-

-

-

EBS

-

-

-

FSP

81,804
84,200
84,200
84,800
84,700
84,700
-

-

-

-

-

-

-

-

-

-

81,804

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

99,000
102,000
106,000

84,300
-

-

93,293
99,391
105,200

89,000
93,000
97,000

-

-

83,900
83,600
-

LEGEND:
CCPB:
FSP :
EBS :
DCA :
RERC:
MBQ :

City-County Planning Board
Federal -State Cooperative Program for Population
Estimates
Economic Base Study
Montana Department of Community Affairs
Real Estate Research Corporation
Montana Business Quarterly

SOURCES:
CENSUS:

U.S. Bureau of the Census, City and County Data Book, 1972, p. 829.

CCPB:

The Great Falls Area Chamber of Commerce,

FSP:

I b id ., p. A-7.

EBS:
THK Associates, Economic Base Study:
and the County of Cascade, 1974, p. 36.

Data Book, 1977,

p. A -l.

The City of Great Falls

DCA:

Chamber of Commerce Data Book, 1977, p. H-16.

RERC:

Ib id ., p. H-18.

MBQ:

Wallwork, "Population Estimates1', p.

25.
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Figure 2 is a graphical presentation of the data contained in
Table 2.

The solid line represents actual data, and the broken

lines are the projections.
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Population of Cascade County Montana.

The average age of the population, the distribution of age groups,
and the male/female proportions of the population are unremarkable for
the purposes of this paper.

No sign ifican t deviations were discovered

when the Great Falls data were compared to national averages.
The Economy
The econorny of Great Falls and Cascade County is largely
dependent on two segments:
culture.

Federal and state government, and a g ri

The government segment of the economy is primarily composed

of the m ilita ry and federal c iv ilia n work force at Malmstrom AFB.
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The governmental segment is re la tiv e ly stable and lends considerable
overall s t a b ility to the economy.

Of equal or greater importance,

in terms of income, is the agricultural segment of the economy.

The

agricultural segment is characterized by rapid and unpredictable
swings from high to low periods.

In recent years, the total farm

income has risen to a high peak in 1974 and fa lle n to record lows
at the present time.

In terms of per capita income, the governmental

segment tends to keep personal income in line with the national
averages, while the agricultural segment has a negative e ffe c t, p a r ti
c u l a r l y in the last two years.

The loss of most of the primary metal

processing industry in 1973 has also had a significant negative impact
on the economy.

The Anaconda shut-downs removed much of the spark

that characterized the Great Falls economy in the la te 60s and early
1970s.

The economy has now returned to a period of slow to moderate

overall growth, with a trend for the per capita income to increase
more rapidly and more closely align with the national averages.7
The cost of living in Great Falls is , in a total sense, about
average.

The American Chamber of Commerce Researchers Association

(ACCRA) Index of Cost of Living shows Great Falls with an a ll item
index of 101.6, on a scale with 100.0 as the average.8

This compares

with an index of 103.7 for Sacramento, 105.5 for Baltimore, 97.3 for
8Paul E. Polzin, "An Economic Tale of Three C itie s ", Montana
Business Quarterly, Winter 1977, p. 30.
71bid. , p. 17.
8Great Falls Area Chamber of Commerce, Data Book, 1977, p. H-4.
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Denver, and 122.2 for New York City.

The average is somewhat misleading

since the 101.6 index figure for Great Falls is the result of high
housing prices and transportation costs (110.4 and 127.8) offset by ex
ceptionally low u t i l i t y costs (78.1).

The lack of state or local sales

tax raises the otherwise low per capita income to an e ffe c tiv e income
level and buying power level that is close to the national average.
Employment
During the period 1970 to 1975 total employment in Cascade County
increased at the rate of .8 percent per year.^

This rate of increase

is in su fficien t to keep up with the annual increase in the labor market.
Most observers of the Great Falls employment situation forsee a con
tinuing job gap and the resulting slow out migration of the population.
Unless there is a significant influx of new industry, which the
optimist think there w ill be, the pattern of high unemployment w ill
probably continue.

The recent increase in a c tiv ity in the Great Falls

economy is not substantial enough to cause any major improvement.
Summary
The future of Great Falls with respect to population and economic
growth can best be summarized with the word moderate.
major growth or recession patterns in the near future.

I forsee no
I t is impor

tant for the reader to understand that this discussion of the overall
economy in Great Falls does not necessarily apply to the Great Falls
housing market.

The housing market is influenced by, and has been

^Polzin, "Tale of Three C itie s ", p. 16.
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reacting to many factors that do not d ire c tly affect the economy as
a whole.

The reasons for the apparent paradox and the specific

happenings within the micro economy of the housing industry are
examined in chapter 3.

CHAPTER I I I

THE HOUSING MARKET
The National Housing Situation
The national housing market in the la s t two years has been
characterized by extremely rapid in fla tio n of prices and a very
strong aggregate demand.*

The sales rate for used homes recorded

a 16 percent rise in June 1977 as compared to the same period in
1976, with a median price of $43,400.

This represents an increase

of approximately 2.8 percent per month or 33.6 percent per y e a r.3
In his recent a r tic le in Real Estate Review, Anthony Downs stated:
"New housing is so costly that fewer than ha lf of a ll American house
holds can afford to occupy i t d ir e c tly " .3

As might be expected the

price increases in used homes is running parallel to the track of new
home prices.

I f the trends continue, the ominous projection of the

$78,000 price tag on the average new home by the early 1980s may well
become a r e a lity .^

The causes for this situation are complex and w ill

not be addressed in d e ta il; however, in general terms the primary
factors are:

The rapid escalation in building material costs, the

*John McMahan, "Tomorrow's Changing Demand For Real Estate",
Real Estate Review, Vol 6, No. 4, Winter 1977, pp. 72-77.
3"Used Home Sales Rose 16% in June From 1976", The Wal1 Street
Journal, 9 August 1977, p. 11.
3Downs, "Real Estate Forcast", p .26.
^"Average Home Seen Costing $78,000 by Early 1980s", The Wall Street
Journal, 4 March 1977, p. 11.
20
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steadily upward trend in labor costs, the imbalance of supply and
demand, the decreased a v a ila b ility of improvable land, and last but
certainly not least, costs associated with governmental regulation
and controls.

The high demand for houses is attributable to many

factors, of which the most important are:

Increased a v a ila b ility

of mortgage money at a rate lower than in the preceding two years,
an increase in the house buying population groups, and a general
feeling in the population that real estate is probably the single
best investment that can be made.

In addition to the high cost to

purchase a house, the costs of owning a home have risen at an alarming
rate.

The costs of u t i l i t i e s , property taxes, rep air, and insurance

combine to squeeze many potential owners out of the market.

Each

year, fewer and fewer people can afford the luxury of owning a single
family home.
The Great Falls Housing Market
The economy of Great Falls as a whole is growing at a slow to
moderate rate.

This is not the case for the housing segment of the

Great Falls economy.

The period 1976-1977 showed new record highs

with respect to the number of houses sold, and prices received.

The

specific analysis of this situation and the general discussion of
the Great Falls housing market is broken into four separate sections:
The f i r s t section addresses the supply and demand forces in the market;
second, is a determination of the turnover rates; th ird , is a discussion
of the price structure; and f i n a l l y , a look toward the future.

Much of

the information that follows has been extracted from interviews with
nine local realtors, and interviews with members of the peripheral
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industries.

All references to specific individuals or agencies has

been excluded in order to ensure non-attribution, which was guaranteed
to each individual prior to beginning the interview.
Supply and Demand
In the past two years the demand for housing in Great Falls has
fa r exceeded the available supply, resulting in an extremely strong
sellers market.

The prime reason for a shortage of housing is the mori-

toriums imposed by the c it y , which prohibited or limited the accession
of land into the c ity and did not allow for additional tie -in s to the
c ity sewer and water systems.

A chronology, showing the dates and

type of moritori urn imposed, is included in the appendix.

In 1975 only

140 permits were issued for the construction of single family dwellings.5
This number was barely adequate to offset the annual loss in dwelling
units due to a t t r i t i o n .

Another problem that has contributed to the

under supply problem is the lack of good building locations.

The

c ity has expanded to a point where housing must now be constructed on
converted farm land.

The topography and layout of the area is such

that additional expansion to the east is impossible due to Malmstrom
AFB, further expansion to the west is unacceptable due to the Sun River
flood plain, and further expansion to the north and south encroaches on
farm land.

The result of the increasing demand and fixed supply was,

and s t i l l is , a disequilibrium in the supply/demand relationship.

The

competition for the limited available housing units and building lots
has caused prices to rise at more than double the annual rate that can
^Building Inspection Report, issued by the Great Falls Building
Inspector's Office.

23

be attributable to general in fla tio n .
The Turnover Rate
Each of the realtors interviewed was asked for th e ir estimate
of the annual turnover rate for single family dwellings in Great Falls.
The figures given ranged from a high of 33 percent to a low of 16 per
cent per year.

The average of a ll responses is in the range of 22-25

percent per year.

This range may apply to the high turnover areas of

town such as Riverview, Granda Vista, and the southeast side, but as
a whole the historical data shows a much lower rate when considering
a ll housing units in the c ity .

Most realtors were in agreement that

Great Falls has an annual turnover rate that is somewhat higher than
the national average.

The main causes lis te d were the impact of high

m ilita ry turnover rates, and the increased "house jumping" within the
population.

The term "house jumping" refers to the situation where

people w ill buy a less expensive house, liv e in i t for a few years
while i t appreciates in value, then sell i t and use the p r o fit to
help them afford a more expensive house.
There was considerable disagreement among the realtors interviewed
with respect to the seasonality of turnover.

The majority stated that

the peak period was spring to early summer.

Others f e l t that there was

no significant difference from one part of the year to another, that
instead each month had a higher turnover than the previous month.
a c tu a lity , both points of view are somewhat correct.

In

There were high

periods and low periods during the last two years, but the curve plotted
by the data shows much less difference between high periods and low
periods.

One other point of interest is that the larger realtors
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experienced less seasonal flutuation than did the smaller agencies.
Since the turnover rate is one of the foundations for the
fe a s ib ility projection, i t was c r i t i c a l to establish an accurate
factor.

This was accomplished by computing turnover rates using

four separate and unrelated sources.

The f i r s t computation was based

on the responses to question number 6 on the questionnaire.
question asked was:
years"?

The

"Do you expect to sell your house in the next two

Of the total responses:

21.3 percent said yes; 61.8 percent

said no; and 16.9 percent were undecided.

Only the affirm ative re

sponses were used to project the turnover.

The 21.3 percent figure was

then divided by two to determine the annual rate.
10.6 percent turnover rate.

The result was a

The second method involved the use of

census data to determine the annual move-in rate.**

In 1972, 57.8 percent

of a ll home owners in Great Falls had occupied th e ir existing home five
years or less.

The factor was determined by dividing this percentage

by five with the result equalling 11.6 percent.

The third method em

ployed was also based on the questionnaire, this time using the responses
to question number 5 (Number of years in your present house).

The year

group percentages were compared to the same data from the 1970 census
for v e rific a tio n .'7 Once the sample data was v e rifie d , an average num
ber of years in the same house was computed.

The average was then divided

into 1 to determine the annual turnover rate.
these calculations was 11,5 percent.

The rate resulting from

The fourth method involved determining

^City and County Data Book, 1972, p. 287.
^U.S. Department of Commerce, Bureau of the Census, 1970 Census
of Housing: Housing Characteristics for States, C itie s , and Counties,
Vol 1, Part 28, July 1972, Table 49.
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the total units sold and dividing by the total number of housing units.
Unfortunately, no records were available through eith er the city or
county government offices to show housing transactions during the past
year.

A count of the number of houses sold by realtors using the

multiple lis tin g service was available, and since the percent of sales
which were handled by realtors was known (64%) i t was a simple process
to determine the reciprocal.

This value was then divided by the total

number of housing units with the resulting rate equal to 10,8 percent.
Table 3 illu s tra te s the four methods employed.
TABLE 3
TURNOVER RATE COMPUTATIONS

Method 1:
21.3%

stated intentions to sell in the next 2 years.
(From Questionnaire)

21.3% = 10.6% per year.
2 Years
Method 2:
57.8%

of a ll people lived in homes 5 years or less.

57.8% ' = 11.6% move-in rate per year.
5
Method 3:
8,7

average years in house.

1
8,7

= 11,5% turnover.

Method 4:
Houses sold by realtors = .1450 (MLS + Non MLS)...................
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TABLE 3 - Continued

CXI
4*
X

1450

II

1450 = 64% of total sales.

X = 2266 (annual sales)
10.6%
11.6%
11.5%
10.8%
44.5 t 4 = 11.12% Avg annual
turnover.

= 10.8%

The 11.12 percent turnover rate has been used in a ll future calculations
to determine the number of housing units that can be expected to be put
on the market in the next year.
The Price Structure
The housing market in Great Falls is experiencing the same i n f l a 
tionary pressures that impacts the housing markets across the nation.
Perhaps the best place to start this section is with a review of housing
prices for the last six years.

Table 4 shows a six year comparison

for houses sold through the Multiple Listing Service (MLS). Thes,e data
represent

approximately two thirds of the to ta l sales for each given

year, and is considered to be the most representative of average selling
price.
TABLE 4
AVERAGE SELLING PRICE (Used Homes)

Year

Gross Sales
(M illion)

Number Sold

Average

1972
1973

$ 12.7
15.4

599
673

$21,198
22,604

% Change
6.0
4.0
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TABLE 4 - Continued

Year

Gross Sales
(M illion)

Number Sold

Average

% Change

1974
1975
1976
1977

$ 16.4
23.3
35.9
54.6

698
853
1101
1403

$23,519
27,100
32,339
38,927

15.2
19 3
9
L
CC
\Ji •*f

SOURCE:

Multiple Listing Service

Figure 3 presents the data from table 4 in graphical form.
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Average used home s e lling price.

The general reasons for the steep climb in housing prices have
already been discussed e a rlie r in this chapter.

Tfie following ape the

additional factors related s p e c ific ally to the Great Falls market.
The price of a used home is tied d ire c tly to the price of new construc
tio n, since new construction costs
appraisal techniques.

are an important element for most

The high cost of transporting building materials

to Great Falls, and the cost increasing impact of extremely strong
trade unions, combine to drive new construction costs up at a rate that
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is faster than the national average.

New construction costs in

Great Falls are now in the $38 to $40 per square foot range,
for standard construction, excluding the lo t .

Higher quality

construction is now easily into the $43 to $46 per square
foot range.

When the 30 to 40 percent annual increase in improved

lot cost is added to the increased building costs, the result is
that v ir t u a lly a ll newly constructed homes are priced at $45,000 or
higher.

The higher cost of new construction pushes up the value of

existing homes at a rate fa r in excess of the general in fla tio n rate.
The next situation s pecifically applicable in Great Falls is the
higher than average turnover rate.

Each time a house is sold, the

owner now expects to make a substantial p r o f it .

The more often a

house turns, the more often that the price is raised to provide for
that p r o f it .

This situation is p a rtic u la rly evident in the high turn

over neighborhoods.

Along the same lines, i t is ass&rted that many

people attempt to cover re a lto r commissions through higher sale prices.
This is a highly controversial point of view that many- realtors,
w ill disagree with; however, approximately a third of the persons in
the industry that were, interviewed agreed with tuts, assertion,
When comparing the cost of housing in Great Falls to the national
average i t becomes apparent that the average used home selling price in
1977 ($38,927) in Great Falls is lower, not higher than the national
average ($43,400).

However, when comparing housing costs, the averages

are sometimes misleading, as they are in this situation.

I t is estima

ted that the average age of homes in Great Falls is from 15 to 20 percent
older than the national average; and the average size of homes is 12 to
18 percent smaller than the national average.

When these factors are
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included in the comparison, housing in Great Falls becomes approximately
10 percent more expensive, than an average house nation wide.
The distribution of market values for homes in Great Falls is
presented in Table 5 and Figure 4.

The data presented are from question

number seven on the questionnaire.

When reviewing this information,

some caution is necessary, since the data represents the owners e s ti
mate of market value.
questionable.

The data from long time residents are particularly

Over h a lf of the responses stating house values in the

$21,000 - $30,000 bracket came from owners who had occupied the house
for more than 10 years.

The data shown are unadjusted, and re fle c t

the answer as returned.

I t is hypothesized tfcat the 14.4 percent figure

for the $21,000 - $30,000 group is higher than i t actually is .
TABLE 5
DISTRIBUTION OF MARKET VALUES

Market Value
$21,000 - 30,000
31,000 - 40,000
41,000 - 50,000
51,000 - 60,000
61,000 - 70,000
71,000 - 80,000
81,000 +
No Response/Unknown
SOURCE:

Questionnaire.

% of Market
14.4
16.7
23.2
22.2
8.9
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5.6
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Distribution of market values for homes in Great Falls.
A Look Toward The Future

The removal of the building moratorium and the increased p r o fit
potential in new home construction has resulted in a significant increase
in building a c tiv ity .

Table 6 shows the number of building permits

issued during the last three calendar years.
TABLE 6
BUILDING PERMITS ISSUED (FAMILY RESIDENCES)

Single Family
140
222
225

Year
1975
1976
1977
SOURCE:

Duplex
0
4
9

Triplex
0
3
5

4 Plex
1
7
18

Building Inspection Report.

I t is the consensus opinion of realtors in Great Falls that the
increase in building a c tiv ity w ill help ease the housing shortage and
move the supply and demand forces into a more balanced position.

Although

i t is s t i l l a sellers market in Great F a lls , the trend is toward a general
cooling of the housing market, with annual price increases in the 8 to 12
percent range.

Most observers of the market also expect the large annual

increase in homes sold to level o f f at about the present rate.

CHAPTER IV

THE TARGET MARKET
Validation of the Sample
The f i r s t step in determining the target market must be the v a l i 
dation of the sample which was used to collect the data.

The validation

was performed using five measurable and documented characteristics of
the population:

Years in present home, educational le v e l, sex of the

head of household, age, and type of employment.

The tabulated results

of the questionnaire are compared to the U.S. Bureau of the Census data
for each of these population characteristics in the following tables and
figures.

A discussion of the sample variances, and their impact on the

sample representativeness follows the graphical presentation.
TABLE 7
SAMPLE VERIFICATION DATA:

Years in
Present House
1 or less
2
3
4-5
6-10
11-20
21 or more
SOURCE:

Population^)

YEARS IN HOUSE

Sample(%)

12.19
7.44
5.44
11.40
20.78
23.90
18.84

6.74
12.36
10.11
13.48
23.60
19.10
14.61

Variance
-5.45
+4.92
-4.67
+2.08
+2.82
-4.80
-4.23

U.S. Bureau of the Census, 1970 Census of Housing, July 1972,
Table 49.
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Fig. 5. Years in Present House. The solid lin e represents
the sample, the broken line is census data.
The only variations of any concern are in the f i r s t three year
groups; however, the smoother pattern shown for the sample is consistent
with the recent Air Force policy of longer assignments at each base.
The large transient population attributable to Air Force personnel has
become less turbulent.
TABLE 8
SAMPLE VERIFICATION DATA:

Educational
Level Attained
Did not complete
High School

EDUCATIONAL LEVEL

Population(%)

Sample(%)

Variance

39.96

14.13

-25.83

Completed High
School

31.73

23.91

- 7.82

Some College

17.57

26.09

+ 8.52

Undergrad Degree

6.90

10.87

+ 3.97

Graduate Work
or Higher

3.84

25.00

+21.16

SOURCE: U.S. Department of Commerce, Bureau of the Census, Census
of the Population, 1970: Detailed Characteristics, Montana, June 1972,
Table 148.
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Fig. 6. Years of Education. Survey data is represented by
the solid lin e , census data by the broken lin e .
Two problems become very evident when comparing the sample data
to the population; the wide disparity for the group that did not complete
high school and the equally wide disparity at the other end of the scale.
A detailed analysis of this factor was performed with the following
results:

(1)

The census data is from the year 1370.

Since that time,

the overall educational level of the population has risen considerably.
(2)

The census data included both the urban and rural population,

while the sample included only urban households,

I t is evident

the lower education level in the rural areas had a significant impact
on the overall census averages.

(3)

A review of a ll questionnaires

recording a response of graduate work or higher, showed that 73 percent
were m ilitary personnel.

This is attributable to the a v a ila b ility of

graduate education programs and the emphasis placed on advanced education
by the Air Force.

Even with a ll of these factors taken into account,

i t appears that the overall educational level of the questionnaire
respondents is s lig h tly higher than the population.

The overall

impact cannot be factually evaluated, but i t should be kept in mind
when evaluating the questionnaire responses.
TABLE 9
SAMPLE VERIFICATION DATA:
SEX (Head of Household)
Sex
Male
Female

Population(%)
92.77
7.23

Sample(%)
85.87
14.13

Variance
-6.9
+6.9

SOURCE: U.S. Department of Commerce, Bureau of the Census,
Census of Housing 1970: Metropolitan Housing Characteristics,
"Great Falls Montana SMSA, April 1972, Table A -l.
This census data is also from the 1970 census.

The increase

in.female head of household, as shown in the sample data, is probably
the more valid figure.

I suggest that this is the result of changing

social structures and that the sample characteristic is valid.
TABLE 10
SAMPLE VERIFICATION DATA:

Male Head of
Household

Age
18-25
26-35
36-65
Over 65

Popu 1at i ori (%)
1.31
17.31
69.30
12.07

18-64
Over 65

81.24
18.76

AGE

Sample(%)
1.33
22.67
62.67
13.33

Variance
.02
+5.36
-6.63
+ 1.26

Female Head
of Household
81.82
18.18........

+ .58
- . 58

SOURCE: U.S. Bureau of the Census, Metropolitan Housing
Characteristics, Table A -l,
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This characteristic is consistent between the census data and sample
data and is considered valid.
TABLE 11
SAMPLE VERIFICATION DATA:
TYPE OF EMPLOYMENT

Employment
Category
Professional &
Technical
Mgt/Admi ni s tra ti on
Sales
Clerical
Crafts
Operatives
Transportation
Service
Military/Govmt
Mi sc
Retired

Population(%)

Sample(%)

Variance

14.30
10.17
6.36
14.45
12.68
7.18
3.82
13.49
15.90
2 . 0 ............

15.73
11.24
7.87
4.67
12.36
9.54
2.25
8.99
15.73
11.62

+1.43
+1.07
+1.51
-9.78
- .32
+2.36
-1.57
-4.50
- .17
+9.62

13.15

17.97

+4.82

SOURCE: U.S. Bureau of the Census, Detailed Characteristics,
Montana, Table 174.
The variations between the census data and the sample data are
insignificant except for the c le r ic a l, service, miscellaneous, and
retired categories.

The c le ric a l and service categories are composed

primarily of females under the age of 25 and would not be expected to
be equally represented in a sample of home owners.

The miscellaneous

category variation is due to the inclusion of farmers and ranchers who
were not included in the census data.

The census data for retired is

based on the percent of the population over 65, while the sample data
is based on those responses where retired was lis te d for occupation.
By deleting the count for those under 65 who stated they were re tire d ,
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the census and sample data coincide.

The occupational characteristic

is considered representative of the population.
S ta tis tic a l Validation of the Sample
The s ta tis tic a l validation was performed by computing a required
sample size, and then by performing hypothesis testing using the T-test.
Sample Size Computations
The i n i t i a l estimate of required sample size (at 95% confidence of
t

5 % accuracy) showed the need for 146 samples.

In order to achieve

this number of samples, 200 questionnaires were mailed.

The sample

size was recomputed a fte r the f i r s t 85 questionnaires had been returned
and tabulated.
samples.

The result was a decrease in required sample size to 126

The detailed computations are included in the appendix, and

only the fin al calculations are shown below:
Standard deviation of the sample (crs)= $17,213
Mean market price of the

sample (Xs)=$41,941

Mean market price of the

population(Xp)= $38,927

Standard deviate (E) @ 95% = 1.96
Required sample size (n)

17,213 2
" "

3014
1.96

n =

125.26
Rounded up to 126

Fig. 7.

Sample Size Computations
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When 126 samples had been received, the required sample size
was again computed.

Since the required sample size decreased to

121, and 126 samples had already been tabulated, the higher sample
size remained in use.

A total of 131 questionnaires were returned,

three of which were not completed.
Hypothesis Testing
In order to determine whether the sample mean was sign ifican tly
different from the population mean, a T -te s t, or test for significance
was performed.

Once again, the test was performed a fte r the f i r s t 85

questionnaires had been tabulated.

The results showed that the sample

mean was not s ign ifican tly d iffe re n t from the population mean, (the
sample was acceptable).

When the test was performed a fte r 126 ques

tionnaires had been tabulated the T-value computed and the T-value
from the table were id e n tic a l, indicating marginal acceptability.
summary of the T-test data is included in figure 8.

A

The detailed

computations are included in the appendix.
T-test 0 85 samples;
<Tx

=

=

1867

Y ~ rT

Tc = Xs-Xp
(J x

=3014
1867

=

1.614

Tc (1.614) is less than Tt (2.00)
Therefore the hypothesis, that the sample mean i s ‘not signific a n tly d iffe re n t than the population mean, is accepted.
T- test @ 126 samples.
(Tx
.

Fig. 8.

15,945
y i2 6

=

u

?1

Computation of. T -te s t.
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Figure 8 - Continued

Tc =

2839 = 1>99
1421

Tc (1.99) is equal to Tt(,1.99) therefore we can conditionally
accept the hypothesis that the sample mean is not s ign ifican tly
different than the population mean.
Fig. 8.

Computation of T-test

The combined results of the sample characteristic v e rific a tio n ,
the sample size requirement v e rific a tio n , and the T-test leads me to
conclude that the sample is valid and can be used as an accurate
measure of the population.
The Target Profile
The Sellers
Now that the v a lid ity of the sample has been confirmed, the
specific results can be analyzed.

The f i r s t step is the establishment

of the target market p r o file , or characteristics of the home sellers.
The i n i t i a l attempt at determining who would most lik e ly use the Home
Marketing Service (HMS) was based on the grouping of questionnaires
into 9 separate groups, comparing the answers to question 9 (How was
your most recent house sold?), and question 14 (Will you use a realtor
to sell your present house?)
this analysis.

The data in Table 12 shows the results of
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TABLE 12

COMPARISON BETWEEN PAST METHOD USED
TO SELL HOME AND FUTURE INTENTIONS

%
of Total

Last Sale
By Realtor
Future Sales
By: Realtor
Self
Undecided
Last Sale
By Self
Future Sale By:
Realtor
Self
Undecided
No Previous
Home
Future Sale By:
Realtor
Self
'
Undecided

, % ,
Male/Female

48
28
24

64/36
80/20
82/18

Age
M/F

Education
Level

43/61
35/45
47/55

3.3
4.6
3.3

Previous
Homes

(Ins ig n ific a n t - only one such response )
73
57/43
48/45
3.0
52/63
86/14
2.3
27

28
28
44

73/27
77/23
91/9

38/61
41/41
46/60

3.6
3.9
2.5

2.8
2.6
3:3

3.0
3.1

NA
NA
NA

SOURCE: Questionnaire results. The entry for educational level
was the result of averaging a weighted factor where 1 point was allowed
for these respondents who did not complete high school, 2 points for
completing high school, up to 5 points for those with a graduate degree,
The assumption that a d is tin c t market segment, with d e fin ite
characteristics, could be iden tifie d was disproved by this analysis.
Except for the preponderance of older females in the f i r s t and last
category, no d is tin c t characteristic could be identified within any
one group.

The most noteworthy information contained in this analysis

is the apparent perpetuation of past habits.

Those who used a realtor

before, tend towards using a rea lto r again; and those who did not use
a realtor before state that they w ill not use a rea lto r next time.
The high response rate for the undecided category should not be in te r
preted as a lack of response.

More than half of the people who marked

''undecided", c la r if ie d by stating that they w ill decide to use or not

40

to use a realtor depending upon the situation at that time they get
ready to s e l l .

I t became quite apparent that trying to define a

target market p ro file using population characteristics was useless.
Instead, the emphasis was shifted to motivational groupings.

By

combining the reasons given for using a realtor to sell a home, in
the past, with the reasons a realtor w ill be used in the future, a
very distinct motivational p ro file emerges.

The same is true for

reasons a realtor was not used in the past and w ill not be used in
the future.

The result of this analysis is contained in Table 13.
TABLE 13
REASONS FOR USE OR NON-USE
TOF REALTOR TO SELL HOUSE

Use of Real tor to
Sell House
Times ... % of
Mentioned
Reason
Total
28.0
Convenience
44
,
Qualified
12.7
Prospects
20
Advice on
Price
19
12.1
Mult List
Service
18
11.5
Too Complicated
14
8.9
Tried FSBO
but couldn't
14
Sell
8.9
Speed
12
7.7
Presale
6
3.8
Advice
Friends in
3.8
6
Real Estate
Miscellan
2.5
4
eous

Non-use of Realtor to
selI House
i of
Times
Mentioned Total
Reason
Commission
62
too high
54.4
Previous
Experience
18
15.8
House Sold
W/out goinc
on the
Market
12
10.5
Sellers
Market
12
10.5
Miscellan
eous
10
8.8
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The data in Table 13 show quite clearly that the sellers moti
vation for using a realtor is widely varied, with convenience as the
largest factor.

The data also show

that the primary reason for non

use of a realtor is resistance to high commission costs.
population can now be defined as two dis tin c t groups:
motivated by convenience

The selling

one group is

and assistance, while the other group is

highly motivated with respect to cost avoidance.

The target population

for the proposed Home Marketing Service is between the two existing
groups.

The size of the sellers target population for the HMS can be

determined by measuring the amount of convenience

that the f i r s t group

w ill do without, for a reduction in cost; and the amount the second
group is w illin g to pay for an increase in convenience

and assistance.

The measurement of these trade offs was accomplished during sampling.
The proposed services to be offered by HMS were presented in the question
naire.

A series of questions were then asked to determine the demand

for the services at varying cost levels.

The results of this exercise

were used to develop the demand/cost models contained in chapter 7.

Any

further discussion of the specific target population w ill be postponed
u n til then.
The Buyers
As was the case with the selling population, no distinct
characteristics could be found in the buying population to explain
the use or non-use of realtors.

Again, the motivation of the buyer

was fa r more important than the specific characteristics.

The data

extracted from the questionnaire showing the motives, or reasons for
the use or non-use of realtors is contained in Table 14.
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TABLE 14

REASONS FOR USE OR NON-USE OF
REALTOR WHEN BUYING A HOUSE

Use of Realtor to
Buy House
Times
Mentioned
Reason
House was
36
Li sted
No Previous
31
Experience
Market Orien
tation
19
MLS
18
Advice on
Property
18
Values
As si st
With
Financing
16
Mi seellan- .
4
eous
SOURCE:

% of
Total
25.4
21.8
13.4
12.7
12.7
11.3

Realtor Not Used to
Buy House
Times
% of
Mentioned
Total
Reason
Found FSBO
House Was
Not Listed
Specifical
ly Avoided
Miscellan
eous

36

47.4

20

26.3

16

21.1

4

5.3

Note: Datei excluded those
responses indicating that
house was purchased from
builder. This was approx
imately 20% of the samples.

2.8

Questionnaire.

In interpreting the results of this analysis, i t is important to
note the most frequent reason given for using a realtors service.

The

implication is that buyers were forced to deal with a realtor because
the s e lle r had entered into a lis tin g agreement with a re a lto r.
same is true with respect to those who did not use a re a lto r.

The
Only

21 percent s pecifically avoided rea lto rs , the rest just did not have
the need for realtor services, simply because the house was not under
a lis tin g contract.

The implication is clear; buyers w ill buy the house

they want regardless of whether i t is through a rea lto r or from an owner.
This statement is further strengthened by noting the results of question
19 (are you w illin g to buy from an owner?).

Only 6 percent said no to
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this question, 14 percent were undecided, and 80 percent said yes.
-In general terms, this means that there is no specific market seg
mentation for buyers, and whomever has a house for sale w ill have
adequate potential buyers.

With the previous discussion in mind, we

now turn to the secondary motivations of the buyer.

What motivated

one buyer to walk in the door of a local real estate agencies to begin
looking for a new home, while another buyer started looking on his
own? A review of the narrative comments in the questionnaire provides
the answer.

Those who used a realtor did so because they liked the

"free" service and assistance they can get.

Those who looked for houses

on their own did so because they did not want to pay for the realtor's
service through higher house prices.

In neither case was the secondary

motivation strong, and t t ts: apparent that either group could easily be
induced to change i f the prospect of satisfying th e ir primary motive
was strong enough.

CHAPTER V

THE COMPETITION
P rofile Of The Great Falls Real Estate Industry
In January 1978 there were a total of 46 real estate agencies
operating in Great F a lls , 41 of which are members of the Multiple
lis tin g service (MLS) and the Great Falls Board of Realtors.

The

date is important since new offices are opening almost every month.
The 41 a f f ilia t e d offices employ a total of 278 licensees.*

By way

of comparison, there were only 50 licensed realtors in Great Falls
in 1970.

This represents a six fold increase in the number of opera

ting real estate sales persons, while at the same time the number of
transactions handled has roughly doubled.

The inevitable result is

th,e marginal p r o f it a b ility of many of the agencies.

The average

number of sales per office in 1977 was 34.2; however, this figure is
very misleading.

The distribution of sales closings shows that 27 of

the 41 member offices were below the mean, while 14 offices were above
the mean.

The unequal distribution is further exemplified by noting

that 6 of the 41 offices accounted for almost h a lf of the sales closed
and over half of the total do llar volume.

The overall performance of

the member realtors is shown in the six year comparison in Table 15.
Although the table does not go back beyond 1972, the fast expansion in
the industry occurred during the period shown.

I t is the majority

*Jim Basta, Executive Vice President, Great Falls Board of
Realtors, interview, January 1978.
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TABLE 15

SIX YEAR COMPARISON

1972

1973

1974

1975

1976

Number listed

1,163

1,231

1,212

1,406

1,739

2,474

Number closed

599

673

698

853

1,101

1,403

12.7

15.4

16.4

23.3

35.9

54.6

Gross sales
($000,000)

1977

-e»

Average number of
listings each Mo.

360

366

360

390

445

629

Average price (.$)

21,198

22,604

23,519

27,100

32,339

38,927

50.2%

60.4%

65.3%

60.6%

66.9%

57.0%

% of those
listed which
sold
SOURCE:

cn

Multiple Listing Service.
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opinion of those realtors interviewed that the market cannot support
the enormous influx of real estate sales people.

There is also grave

concern among most of those interviewed as to the professional quali
fications of many of the sales people.

The opinion most often expressed

was that the entire industry in Great Falls w ill be hurt, and the repu
tation of the core professionals w ill be marred by the "fly-by-night"
newcomers.

The term "core professionals" relates to the 15 to 20 per

cent of the total sales force that account for 75 percent of the closings.
The desired ra tio of sales people to total population most mentioned
during the interviews with realtors was 1 to 300-350.

The present ratio

is approximately 1 to 230.
The number of closings shown on table 15 represents approximately
64 percent of the total annual transactions in Great Falls.

The other

36 percent are accounted for by the for sale by owners (FSBO), direct
exchanges, and property settlements.
The nine realtors interviewed were s p lit in th e ir interpretation
of this s t a t is tic .

Three f e l t that this figure was higher than the

national average, three stated i t was average, and three f e l t i t was
lower than the national average.

The national average is 59 percent

so there is a somewhat higher reliance on realtors in Great Falls. This
is attributable to two reasons:

F ir s t, the proportionately high number

of realtors generates stronger competition, and more energetic searching
for lis tin g s ; and secondly, the practice of a ll realtors using MLS for
most lis tin g s .

The almost universal use of the MLS in Great Falls is

rather paradoxical when you consider that there presently is a strong
2"3 M illion Homes Sold in 76", The Wall Street Journal, 29 March
1977, p. 15.
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sellers market.

I would expect that during good times in the market

that realtors would jealously guard th e ir listin gs with the knowledge
that the higher demand would bring people to th e ir door.

Traditionally,

the MLS was used as a device to a ttra c t more a c tiv ity to a slow moving
house or to increase the exposure of a ll houses during slow times.

The

apparent willingness of realtors to allow other realtors access to
their lis tin g s , through the MLS, in the face of increasing competition
is an inconsistency that I find most interesting.

Although not substan

tia te d , I assume that realtors feel that the fee s p littin g for many
listings is more profitable than receiving a ll commissions for a smaller
number of exclusive lis tin g s .

One other possible explanation is that

the sellers feel that the commission rate savings for exclusive listings
has been more than offset by the perceived increase in a c tiv ity through
a multiple lis tin g .
The subject of commission rates has been in the forefront in much
of the current lite ra tu re on the real estate industry.
areas account for most of the discussion:

Two subject

Federal indictment for price

fix in g , and on the other hand, the trends towards lower rates.

The

discussion of a n ti-tr u s t, or price fix in g , is centered around the fact
that, "By law, an agent's commission is set by negotiation with each
house s e l l e r " .

However; in r e a lit y the commission rate is normally

determined by the local "custom".

The two most recent Federal in d ic t

ments, as reported in The Wall Street Journal, were the result of 6
brokers in one case and 9 brokers in the other case, raising th e ir

3

Real Estate Agents Looking For Ways to Lower Commissions",
The Wall Street Journal, 23 June 1977,.p. 1 .
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customary rate from 6 to 7 percent simultaneously^.

The key question

seems to be one of price leadership versus price fix in g .

I t is rather

ironic that at the same time that some real estate agents are being
indicted for fixing prices at a higher rate , that others are attemp
ting to a ttra ct more business by lowering rates.

Most of the general

reference articles used for this paper suggest that the inevitable
trend for commission rates is down.

The customer response to rate

decreases in larger c itie s has prompted a large portion of the real
estate agents to reduce rates either overtly, or in the majority of
the cases, covertly.

With respect to the Great Falls real estate indus

t r y , the customary rate is 6 percent, with some variation upward to 7
percent.

Contrary to the nationwide trend, 7 of 9 interviewed realtors

see the customary commission rate increasing to 7 percent, or more
probably 8 percent within the next fiv e years.

Half consider this rate

structure ju s t ifia b le due to increasing expenses, while the other half
see the increase as unjustified and the result of price leadership.
My personal opinion is that the increasingly competitive nature of the
Great Falls real estate industry, increasing customer resistance, and
the predicted cooling of the market w ill prevent the commission rate
from reaching the 8 percent level.

Commission rates w ill soon become

differentiated and w ill be used as a competitive to o l.

I t should be

noted that i f , or when, this occurs that the lower end of the range
w ill not go below 5 percent.

^"Federal Grand Jury Indicts", The Wall Street Journal, 4 May 1977,
p. 5 .; and "Real Estate Brokers Are Indicted", The Wall Street Journal,
4 April 1977, p. 1.
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Profile of The Great Falls
Real Estate Salesperson
Since the only significant difference between the services of a
fu ll service re a lto r, and the proposed HMS is the salesperson, an evation of the value of the salesperson is required.

Most of the service

rendered to buyers and sellers is performed by the salesperson.
items as:

Such

sales a b i l i t y , evaluation of market value, market orientation,

pre-sale advice, buyer q u a lific a tio n , attending to details, assisting
with arranging financing, and acting as a negotiator, or third party,
are listed frequently as key services provided by the salesperson.
These are the services that the customer pays for through commission
fees.

As was mentioned e a r lie r , approximately 70 salespersons account

for 75 percent of the total closings.

Using this as a basis for com

putations, the remaining 200 salespersons share the remaining 350 annual
sales (1403x.25).

Assuming an equal distrib ution s t i l l leaves less

than two sales per person, per year.

When this figure is multiplied by

the average of four years of real estate experience, the average sales
person has handled less than eight transactions.

When the core group

is removed from the averages, the average experience level drops to
less than three years, or six total transactions.

There is l i t t l e

doubt in my mind that the core group is knowledgeable, experienced,
and t o ta lly professional, and earns the fee they receive.

The

s tatis tic s for the remainder t e ll a d iffe re n t t a le , and lend serious
question to the professional qualifications or the true worth of th e ir
service.

There has been a very noticeable increase in the number of

part time sales people, and at the risk of sounding chauvinistic, the
increase has been largely female.

Interviews with persons who deal
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with realtors frequently, confirm this supposition.

There is unana-

mous agreement that the real estate sales force has been damaged, both
in professional standing and perceived value of th e ir service.

The

public opinion results, presented in the next section, show quite
clearly that many prospective customers are hesitant to pay 50 percent
of a $2,500 commission to the unexperienced and less than professional
"average" salesperson.
With these facts in mind, we next turn to the cost of service to
the s e lle r.

The average commission per sale is approximately $2,500

On the average, 50 percent goes to the salesperson(s).

The average

sale in Great Falls consumes about 30 direct hours of salesperson time.
This is time spent working d ire c tly for the s e lle r.

The large expendi

ture of time in obtaining listings should not be considered in these
computations since these are tra d itio n a lly considered operating expenses.
In determining direct cost of service, the $1,250 salespersons portion
is reduced by one third to cover th e ir direct expenses, resulting in
$837.50 in manhour costs, or $27.92 per hour.
Public Opinion
When evaluating the value versus cost of a re a lto r's service i t
is quite a simple matter to quantify the costs, as has just been done,
but i t is v irtu a lly impossible to define the value of the service pro
vided in quantifiable terms.

Instead, the measure of value that was

chosen is satisfaction, whatever that may be to each individual.
The f i r s t attempt at determining the satisfaction level was
an analysis of questions number eleven and twelve.

Question eleven

asked those who had used a realtor to sell th e ir last house whether

51

or not they were satisfied with the service.

Question twelve then

asked that those people who responded no to question eleven provide
a reason for dissatisfaction.

The results of this analysis is in

cluded in Table 15.
TABLE 16
SATISFACTION WITH REALTOR SERVICES

i eTf il ae rui
jCa ai lf S

C Q o/

.....................U 1 b b a l I b l

1c U

Hi/o

Reason(s):
Inadequate e f fo r t
Salesperson sided with
Buyer
Cost too High for Service
Provided
Deal Fell Through
Screwups
Miscellaneous
SOURCE:

%
31
26
25
10
6

2

Questionnaire.

The information in Table 15 is s e lf explanatory except to note
that the t i t l e "inadequate e ffo rt" is my own wording, used to describe
a multitude of similar responses.
The next table (Table 17) presents the responses of buyers when
asked whether they were satisfied with the method they used to buy
th e ir present home (re a lto r or no r e a lto r ).
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TABLE 17

BUYER SATISFACTION

Bought Through Realtor
Satisfied
Dissatisfied

78%
22%

Did Not Use Realtor
Satisfied
Dissatisfied

100%
0%

This count does not include
those who bought from builder.
REASONS
Satisfied
Good Service
Found House Quickly
Professional Hand
ling
Free Service
Found What We Wanted
Persistence
Dissatisfied
Commission Added
to Price
Broken Promises
, Pushed to buy
houses Agency had
listed
Paperwork Problems
Agent ignored us
a fte r signing
purchase agreement
SOURCE:

%
30
21
19
12
10
8
%

Satisfied
Quicker & Less
Expensive
Got a Better Deal
No pushy salesman
Simple Procedures

%
47
30
16
7

Dissatisfied

33
26

None

18
13
10

Questionnaire.

As was mentioned e a r lie r , 64 percent of the total sales were
through a realtor and 36 percent were not.
based on this s p lit .

The data in Table 17 is

The group who used a re a lto r and were s a tis fie d ,

were so for the reasons realtors give most often for using th e ir ser
vices.

Those people who were dissatisfied with the re a lto r, most often

named the hidden cost and personal characteristics of the salesperson.
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I t is interesting to note that none of the people who bought directly
from an owner were dissatisfied.

The vast majority (77%) stated that

cost savings were the key ingredient to th e ir satisfaction.
The last analysis with respect to public opinion is based on
question number 19 (Would you be w illing to buy d ire c tly from an
owner who was using the HMS?).

Table 18 portrays the responses and

the narrative comments.
TABLE 18
WILLINGNESS TO BUY FROM OWNER

RESPONSE........................
........... YTqc
6 S ••

QOD/c
C<Y .......................

REASON

%

Save money
35
Salesman unnecessary 26
Dislike high pres
sure
16
Only real service
of realtor is paper
work
11
Lack of professional
ism with realtors
8
Realtor is s e lf
serving
4
SOURCE:

■ iiO * • O/o.................... unaeciaea.
REASON
%
REASON
Need help
60
Honest Advice 17
Security
11
Act as go
between
7
No reason
given
5

Depends on
S eller
Time A vail
able
No reason
given

y/o
%
31
18
51

Questionnaire.

I interpret this data to be representative of the buyers lack of
loyalty to any one method of purchasing a home.

Although 78 percent of

those buyers who used a realtor were satisfied with the rea lto r's service,
85 percent said that they were w illin g to deal d ire c tly with a buyer.

54

Financial and Peripheral Institutions
Before going into the new business proposal (Chapter 6) a few
statements need to be made concerning the other institutions involved
in the transfer of real estate.

I questioned members of the banking

industry in Great Falls as to the value they placed on realtors
buyer qu a lific a tio n , and realtors assistance with setting up financing.
The answers were most interesting.

In simple terms, the bankers stated

that the exact same services could be provided by the mortgage councellors, and in fa c t, buyer qualification had to be done from scratch re
gardless of the prescreening done by realtors.

There was some concession

on the part of the bankers that certain salespeople could be trusted to
do a good job of prescreening but that this was not true for the majority.
Earlier in this paper, I addressed the benefits derived from a rea lto r's
service.

One of the stated benefits was a knowledge of the inner work

ings of the transaction (details) once a purchase agreement had been
signed.

Members of the related industries disagree strongly with this

statement.

With the exception of the core professionals discussed

e a rlie r , the salespeople generally have l i t t l e more knowledge than the
average owner who has sold one or two previous houses.
Summary
The overall level of professionalism in the real estate industry
in Great Falls has shown a steady decline in the la s t few years, due to
a strong influx of non-professional, and improperly trained sales people.
The continued strong success of the professionally run and operated
agencies is proof that the consumer is aware that there are good realtors
and those who are not so good.

I t is my opinion that this situation w ill
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result in two dis tin c t happenings:

F ir s t, those people who are

convinced that a realtors service is worth the cost w ill be attracted
to the larger and more successful realtors; and second, a growing
group of people w ill decide that the convenience is not worth the cost,
and w ill turn to the other alternative of selling th e ir home themselves.

CHAPTER VI

THE NEW BUSINESS PROPOSAL
Services To The Seller
As was mentioned e a rlie r in this study, the new business w ill not
provide a salesman to sell the house.

Instead, the Home Marketing

Service w ill prepare the owners to do the job themselves.

The follow

ing l i s t of services provided to the owner-seller w ill act to supple
ment and accentuate his sales a b ilit y .
a.

Buyer Qualification:

One area of concern for many people

selling th e ir own home is the qualifications of the people that are
looking to buy th e ir home.

The "Sunday Looker" or the people who look

at houses completely out of th e ir affordable range w ill be eliminated
by a pre-screening by the Home Marketing Service.

Such information

as financial status, amount of down payment money, and committment
towards buying a house can be evaluated before any appointments for
showing are arranged.

The owner can specify whether or not he wants

the address of the house

released so people can drive

by andlook, but

all owner showings would be by appointment.
b.

Pre-sale Advice:

A trained real estate agent can spot many

quick repairs and changes to a home that w ill more than pay for them
selves with increased sale prices.
with HMS, a walk through

As soon

as an individual contracts

inspection w ill be conducted

provements w ill be noted to the owner.
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and any suchim

Also, the HMS w ill give any

advice requested by the owner with respect to market value and sales
price.

I t should be noted that in most cases that HMS w ill suggest

that an appraisal be conducted by a qualified appraiser.
c.

Training Seminars:

Any individual who contracts with HMS

w ill be admitted to the three evening, home selling seminar.

Subjects

w ill cover such areas as basic salesmanship, the legal process, how
to get the house ready for s e llin g , what to expect at closing, and
any and a ll aspects of selling your home yourself.

These training

seminars w ill also be open to anyone who wishes to attend for a $25
registration fee.
d.

Central Listing:

At the present, anyone who wishes to buy

a home from an owner must search the classified section of the news
paper, and spend long hours driving around looking for signs.

The HMS

would maintain a central l i s t i n g , much lik e the Multiple Listing, show
ing pertinent information of a ll homes listed with HMS.

The fact that

41 of the 45 existing realtors in Great Falls belong to the Multiple
Listing shows the obvious benefit of a central lis t in g .

I t would be

improper to use MLS for the Home Marketing Service, since a ll lis tin g
in the MLS are homes are under contract to realtors, and legal problems
would surely result i f the owners violated th e ir contract with fu ll
service realtors.
e.

Advertising Preparation:

One of the areas that owners tend

to do most poorly in th e ir own e ffo rts , at least in my personal opinion,
is the advertising that they prepare and put in the newspaper.

The HMS

w ill provide a professional advertisement preparation service and w ill
actually place the ad in the paper, under a single heading block for a ll
ads for homes for sale by owner.
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f.

Do-it-Yourself Packages.

The concept of do-it-yourself

is. one of the fastest growing ways of doing business.

Whether i t is

home improvements, or do-it-yourself divorces, the American people
seem to lik e the idea of cutting costs by taking the e ffo rt to learn
how to do something that normally has been expensive or unavailable.
The key is to provide the correct instructions and the materials needed.
The HMS w ill provide a complete step-by-step set of instructions and
a ll of the necessary forms and paperwork.

In addition, the packages

w ill include lis ts of persons or establishments that may be needed
to complete the transaction.
does not
is true.

I t should be noted at this time that HMS

advocate a home sale without the
The HMS w ill suggest

use of lawyers.

Theopposite

strongly that each party to

retain the services of a lawyer throughout the transaction.

thecontract

The fees

for lawyers are minimal when compared to the brokerage fees charged by
realtors.

The lis ts included in the package w ill contain the names of

lawyers, appraisers, t i t l e insurance companies, banks, and f i r e insurance
companies, and th e ir rates.

In addition the lis ts w ill contain the

locations and sequence for required county and city government actions.
Also, since the owner-operator of HMS must himself be a licensed broker,
by State

law,* he w ill be able

By now Ithink that the reader

to provide the actual brokerageservice.

should see clearly that the only service

of any significance that is provided by the normal rea lto r and not the
HMS is the actual salesman.
Services to The Buyer
As we have seen through analysis of the questionnaire, the buyer

*Real Estate License Act of 1963, Montana State Code, Section
66-1924.
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is a singularly motivated person.
a house that they want.

The only real motive is to find

The following l i s t of HMS services to buyers

are designed around this motivation:
a.

Market Orientation:

The HMS would o ffe r a complete, t h ir t y

minute market orientation of key market characteristics to any prospec
tive customer who clears the i n i t i a l screening.

The orientation w ill

include a slide show with representative features of each area of town
presented.

I t w ill also include such information as neighborhood

price ranges, up to date information on the money market and financial
in s titu tio n 's practices, taxes, assesments, u t i l i t y rates and building
practices and codes.

Many of the items contained in the community fact

sheets (next item in this section) w ill be visually portrayed or i l l u s 
trated in the presentation.
b.

Community Fact Sheets:

Each prospective buyer w ill be given

a detailed map of each neighborhood.

On the back side of the map w ill

be pertinent facts about that neighborhood.
tion include:

Examples of the informa

Location and types of schools, and churches, location

of shopping areas, t r a f f i c patterns, trends of the neighborhood and
known future plans.

The fact sheets would also provide a description

of the neighborhood composition and the desirable and undesirable
features of the area.
c.

Showing Room:

The showing room w ill be set up for the

comfort and relaxation of the prospective buyer.

Each lis te d home

w ill be presented on photographic slides, showing both the exterior
and in te rio r of the home.

The slide presentation w ill be accompanied

with lis tin g sheets which detail the specifications of the house.

A

form similar to the one currently used by the Multiple Listing Service
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will provide sufficient information for the prospective buyer to
choose which houses are possibilities.
d.

Appointment Service:

Once the prospective buyer has

selected some homes to look at, the HMS w ill arrange for a time
which is mutually acceptable to the buyer and the seller so that
the seller can show his home.
e.

Assistance Arranging Financing:

At such a time as the

prospective buyer is ready to start arranging financing, the HMS will
provide any assistance desired.

These services provided to the buyers

will prepare them to go into the housing market with enough knowledge
that educated decisions can be made.

The HMS will provide the same

basic information to the buyer as a salesperson, but without the
expense to the buyer.

The expense referenced, is the price increases

that inevitably are added to the asking price of a house to cover the
realtors commission.
Operating Procedures
The following procedural items are important to the success
of the HMS.

Those items relating to general good business practices

will not be discussed here, but will be assumed to be in being.
The f ir s t procedure is the obtaining of listings.

The HMS will

use extensive market penetration advertising to attract customers.
In addition, personal contact will be made with prospective customers
to inform them of the potential benefits of the service.

Cold canvas

sing, which has been instituted by some realtors, will not be used as
i t is not in keeping with the low cost profile of HMS.

The in itia l

listing period will be for 60 days, renewable at the sellers option.
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The lis tin g contract w ill state that payment o f commission is due to
the HMS upon closing fo r any sale that occurs during the lis tin g period.
The s e lle r must also agree to re fe r a ll potential buyers to the HMS for
preliminary screening, even i f the potential buyer contacts the s e lle r
d ire c tly .

The s e lle r must also agree to using the HMS phone number

in a ll advertising.

These procedures w ill allow HMS to remain in

control of a ll lis tin g s and prevent the compromise of the lis tin g
contract.
The second key procedural concept involves the negotiations
p rio r to signing purchase agreements.

Once the buyer and s e lle r have

reached a preliminary agreement, the two parties w ill be required to
meet in the presents of the HMS broker and review a ll d etails of the
preliminary agreement.

The d e tails o f this session w ill be recorded,

and any misunderstandings between parties must be resolved in the
presents o f the broker.

The exchange of earnest money and provisions

fo r withdraw! from the contract w ill be decided upon, and the purchase
agreement w ill be fin a liz e d .

The reason fo r th is procedure is to take

advantage of the th ird party negotiating relationship and to allow the
broker to maintain control over a situ atio n fo r which he is le g a lly lia b le .
The th ird key operating procedure deals with the p a rtia l use of
HMS services.

The HMS broker w ill provide brokerage only services

under the same stipulations lis te d above fo r a f l a t fee.

For those

individuals who wish to only use the lis tin g service, this can be
accomplished at a reduced ra te , as can the advertising preparation
and placement service.
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Pricing Policy
The pricing policy of HMS was determined by the demand models
in the next chapter.

By analyzing the data, a pricing method which

returned the greatest p ro fit was determined.

The highest p ro fit is

found using the 2 percent commission rate for the f u l l service HMS
transactions.

The 2 percent rate not only generated the highest

total revenue but also the greatest p ro fit a fte r fixed and variable
costs were covered.

Another advantage of the percentage rate commis

sion over the f l a t rate commission is the immediate comparability with
the percentage commission rate charged by realtors.

One final reason

for selecting the percentage rate is its automatic adjustment for in 
fla tio n .

The prices for partial services w ill be determined on a cost

plus basis.

The specific dollar values have not been computed, but

cost plus 20 percent is a reasonable estimate at this time.

Brokerage

only fees w ill not be computed on a percentage, as they are with most
brokers, but rather on an hourly basis.
Advertising
I w ill not be going into specific details on advertising at this
time; however, the key concepts can be presented.

The main direction

of advertising to the sellers w ill be price oriented.

The drastic re

duction in cost with minimal decrease in service w ill be the main theme.
Another important theme early in the campaign is an explanation of
what services HMS can provide.

The key for advertising to buyers is

the presentation of as many good homes as possible in the HMS consoli
dated ads.
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Office Management
Office S taff
When f i r s t entering into operation a s ta ff of two people w ill
be required.

The owner - manager w ill handle the real estate particulars

and a general office helper w ill assume responsibility for the clerical
and secretarial duties.

A summarization of the duties of the two posi

tions are lis te d below:
The Qwner-Manager:

(1
(2
(3
(4
(5
(6
(7
(8
(9
(10
(11
(12

Obtaining lis tin g s , contracting for HMS
Inhome inspection of new lis tin g
Taking photographs, preparing information on lis tin g
Preparing for and conducting training sessions
Preparing and updating community fact sheets
Preparing and updating packages
Preparing and updating market orientation presentation
Presenting marketing orientation
Preparing advertising
Perform broker or notary services
Office book keeping, financial transactions
General office management

•Clerical Assistant:
(1
(2
(3
(4
(5
(6
(7
(8

Typing and reproducing listin gs
Maintain contract f ile s
Assist with training sessions
Typing, reproducing and restocking materials
Set up appointments for showings
Verifying lis tin g data through county offices
General f il i n g and typing
General secretarial services

I t is estimated at this time that i t w ill require another licensed
real estate agent at such time as the listings exceed 50 at any one time.
Layout, Design & Location
The building size requirement is for approximately 900 sq feet.
The modular building concept is ideal for this o ffice as i t w ill allow
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for la te r expansion.

The two key features of the layout are the show

ing room and the outside playground area.

The showing room w ill be

designed for maximum comfort and a relaxed atmosphere.

Sofas and

coffee tables w ill be set up in front of the rear projection viewing
screen.

The viewing room w ill also have a door leading out to a fenced

playground area which can be seen from the viewing room.
of the showing room is to make i t lik e a liv in g room.

The concept

The overall

design of the building is a matter of personal taste since most of the
newer modular designs are reasonably a ttra c tiv e .

The location of the

business is not c r it ic a l since walk-in business is not particularly
important to a real estate business.

Rather, convenience

location with respect to housing is preferable.

and central

A location on 10th Ave.

South, east of 15th street but before 25th street would provide an
acceptable amount of convenience to a ll housing neighborhoods in town.
The Legal Environment
The licensing requirements for the operation of a real estate
business are quite e x p lic itly stated in Section 66 of the Montana State
Legal Code.

The following excerpts from Sections of the Montana State

Real Estate License Act specify the licensing requirements:
66-1924. T itle d ic e n s e required. This act shall be known and may
be cited as the "Real Estate License Act of 1963." From and a fte r
the effective date of this act i t shall be unlawful for any person
to engage in or conduct, d ire c tly or in d ire c tly , or to advertise
or hold himself out as engaging in or conducting the business, or
acting in the capacity of a real estate broker or a real estate
salesman within this state without f i r s t having procured a license
as such broker or salesman, or otherwise complied with the provisions
of this a c t.2

Montana State Real Estate Commission, State of Montana Real
Estate Manual (Helena, Montana: State of Montana, 1969), p. 236.
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Section 66-1925 (paragraph 2) then follows with the definition of
a broker:
The term "broker" shall include any individual who for another, or
for a fee, commission or other valuable consideration, or who with
the intent or expectation of receiving the same, negotiates or
attempts to negotiate the lis t in g , sale, purchase, ren tal, ex
change or lease of any real e s ta te ... The term "broker" also in
cludes any individual employed by or on behalf of the owner or
owners, or lessor or lessors of real estate, to conduct the sale,
leasing, subleasing or the disposition thereof at a salary or for
a fee, commission or any other consideration; i t also includes any
individual who engages in the business of charging an advance fee
or contracting for collection of a fee in connection with any con
tra c t whereby he undertakes primarily to promote the sale, lease
or other disposition of real estate within this state through its
listings in a publication issued primarily for such purpose, or
for referral of information concerning such real estate to brokers,
or both.3
The HMS meets the c r it e r ia , by state law, as a real estate sales
a c tiv ity and requires that the owner-manager be a licensed broker.

In

addition, any other employees that may be added to HMS in the future
must be a licensee unless

they are s t r i c t l y clerical workers.

Section

66 also requires that any partners that may be taken on must also be
licensed brokers.

With the exception of the above lis te d licensing

requirements there are no other significant legal hurdles which HMS
must clear before going into operation.

3 Ib id . , p. 237.

CHAPTER V II

FINANCIAL ANALYSIS
Demand Models
The f i r s t step in determining the expected annual revenue is the
building of demand/cost relationships.

Question number eighteen on the

questionnaire was designed to measure the change in attitude towards the
HMS service at varying cost levels.

The services to be provided were

lis te d , and then each person sampled was asked "How interested would you
be in using these services at the below lis te d cost?".
costs were listed:

Four d iffe re n t

A f l a t fee of $400; and 1, 2, and 3 percent commission.

Opposite each cost were fiv e definitions of level of interest, ranging
from highly interested to no interest.
market value grouping.

The responses were tabulated by

The percentage response for each interest level

(Col A, Tables 19-21) was then multiplied by the annual turnover rate for
houses in that price range (Col B).

The number of houses in each price

range was determined by the distribution of answers for question number
seven.

The resulting number of annual units (Col C) was then m ultiplied

by a probability factor (Col D).

The probability factor was used as a tool

to compensate for the overly inflated enthusiasm shown in the questionnaire
responses.

This situation was iden tified by analyzing the questionnaire re

sponses against the historical data.

Far less than 64 percent of the survey

respondents indicated that they would use a re a lto r, and yet, realtors con
sistently handle 64 percent of the sales.
puted as follows:

The probability factor was com

The responses to question number 14 shows that 23.46% of
66
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a ll home owners planned on using a re a lto r for th e ir next sale, 24.69%
stated that they would not use a r e a lto r , and 51.85% were undecided.

The

percentage responses for the "yes" and the "undecided" answers were to ta l
led.

This figure (75.31%) was then reduced by the rea lto r's historical

market percentage (64%).

The result being 11.31%.

Next, the percentage

response for those who stated that they would not use a realtor (24.69%)
was reduced by 50% (24.69% Times . 5 ) , resulting in a figure of 12.34%. The
two figures (11.31% and 12.34%) were added together with the result (23.6%)
being the probability that the "highly interested" group would actually
use the HMS.

The probability factors for the "Some Interest" through " L it t le

Interest" categories were determined by reducing the highest probability
factor by a proportional amount.

By multiplying Col C times Col D an ex

pected annual lis tin g figure was determined.

The summation of Col E values

for each cost level was la te r used as the X-value in the model building.
Table 19 shows the computations for the market in the $21,000-$40,000
range, Table 20 for the $41,000-$60,000 range, and Table 21 for the '
$61,000 and up range.

The data in Tables 19-21 were analyzed through the

use of regression analysis.

The data were run using linear and non

lin e a r, bivariate analysis.

A scatterdiagram of the data revealed that

three separate populations existed and as a resu lt, three separate re
gression models were b u ilt.

The input data used, and the resulting re

gression models and s ta tis tic s are contained in Tables 22-24.

You w ill

note that the power model consistently had the lowest standard error
of the estimate, but was not used.

Since only four data plots

were used for each run, and the data was widely dispersed, the power
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TABLE 19

COMPUTATION OF ANNUAL LISTINGS
($ 2 1 ,00Q-$40,000 MARKET VALUE)

(A)
Cost

$400
Flat
Fee

Interest
Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

%

(B)
Annual
turnover

units

19.0
23.8
23.8
14.3
19.0

726
II
II
II
M

137.9
172.8
172.8
103.8
137.9

(C)

(D)

(E)
Annual
j r o b a b i l ity 1istinqs
23.6
12.3
3.8
1.0
0

32.5
21.3
6.6
1.0
0
Total 61.4

1%
$300

Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

23.8
23.8
14.3
9.5
28.6

726
II
11
It
II

172.8
172.8
103.8
69.0
207.6

23.6
12.3
3.8
1.0
0

40.8
21.3
3.9
.7
0
Total 66.7

2%
$600

Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

9.5
9.5
28.6
19.0
33.3

726
II
II
II
II

69.0
69.0
207.6
137.9
241.8

23.6
12.3
3.8
1.0
0

16.-3
8.5
7.9
1.4
0
Total 34.1

3%
$900

Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

4.8
9.5
23.8
19.0
42.9

726
II
II
II
II

34.8
69.0
172.8
137.9
311.5

23.6
12.3
3.8
1.0
0

8.2
8.5
6.6
1.4
0
Total 24.7

SOURCE:

Q uestionnaire.

.
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TABLE 20

COMPUTATION OF ANNUAL LISTINGS
($41,000-$60,00Q MARKET VALUE)

...

(A)

Cost
$400

Interest
Highly Interested
Some Interest
Do not Know
L i t t le Interest
No Interest

(*) "
Annual
% ■;urnover
53.1
1060
II
21.9
II
9.4
II
6.2
II
9.4

XLTunits
562.9
232.1
99.6
65.7
99.6

......... (0 ).-

(E)
Annual
probabil ity listings
23.6
132.8
12.3
28.5
3.8
3.8
1.0
.7
0
0
■

Tota'

1%
$500

Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

31.2
31.2
12.5
6.2
18.8

1060
II
II
II
II

330.7
330.7
132.5
65.7
199.3

23.6
12.3
3.8
1.0
0

165.8
78.0
40.7
5.0
.7
0

Tota‘ 124.4

2%
$1000

Highly Interested
Some Interest
Do not Know
L i t t le Interest
No Interest

9.4
28.1
15.6
21.9
25.0

1060
II
II
II
II

99.6
297.9
165.4
232.1
265.0

23.5
36.6
6.3
2.3
0

23.6
12.3
3.8
1.0
0
Total

3%
$1500

Highly Interested
Some Interest
Do not Know
L i t t le Interest
No Interest

6.2
21.9
21.9
15.6
34.4

1060
II
II
II
II

65.7
232.1
232.1
165.4
364.6

15.5
28.5
8.8
1.7
0

23.6
12.3
3.8
1.0
0
Total

SOURCE:

Q uestionnaire.

68.7

54.5
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TABLE 21

COMPUTATION OF ANNUAL LISTINGS
($61,000 OR GREATER MARKET VALUE)

(A)
Cost

$400
Flat
Fee

Interest
Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

%
78.6
14.3
0
0
7.1

(B) ,
Annual
turnover
409
II

II
II
II

(0)

(C)

A ( E )
1
Annual
probability listings
75.9
23.6
7.2
12.3
3.8
0
1.0
0
0
0

units
321.5
58.5
0
0
29.0

Total 83.1

1%
$700

Highly Interested
Some Interest
Do not Know
L i t t l e Interest
No Interest

28.6
28.6
28.6
7.1
7.1

409
II
II
II
II

117.0
117.0
117.0
29.0
29.0

23.6
12.3
3.8
1.0
0

27.6
14.4
4.4
.3
0
Total 46.7

2%
$1400

Highly Interested
Some Interest
Do not Know
L i t t le Interest
No Interest

7.1
21.4
21.4
28.6
21.4

409
II
II
It
II

29.0
87.6
87.6
117.0
87.6

23.6
12.3
3.8
1.0
0

6.8 r
10.8
3.3
1. T •
0
Total 22.1

3%
$2100

Highly Interested
Some Interest
Do not Know
L i t t le Interest
No Interest

7.1
14.3
21.4
21.4
35.7

409
II
II
II
II

29.0
58.5
87.6
87.6
146

■

23.6
12.3
3.8
1.0
0

6.8
7.2
3.3
.9
0
Total 18.2

SOURCE:

Q uestionnaire.
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form resulted in a force f i t d ire c tly through the four data plots.
This situation resulted in each data plot setting the slope and shape
of the curve in its immediate proximity.
sirab le.

This was considered unde

In a ll cases, a more moderately responsive model (square

root xy) was used to develop a regression lin e that was more repre
sentative of the overall demand patterns.
TABLE 22
REGRESSION ANALYSIS
($21,000-$40,000 MARKET VALUE)

X-Value
(Listings)

Y-Value
($ Cost)

66.7
61.4
34.1
24.7

300
400
600
900

Models Tested:

Sy/x

Linear
Power
Hyperbola
*Square root XY
Model Selected:

95.62
48,39.
201.01
73.49
*

Yc = (46,434 - 3,503 H ) 2

R-Value
,955
,981
.784
.976

R^-Value

F-Test
(.95)

,913
.963
.615
.952

Failed
Passed
Failed
Passed
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TABLE 23

REGRESSION ANALYSIS
($41,000-$60,000 MARKET VALUE)

X-Value
(Listings)

Y-Value
($ Cost)

165.8
124.4
68.7
54.5

400
500
1000
1500

Models Tested:

Sy/x

Linear
Power
Hyperbola
*Square root XY

233,06.
87.81
427,58
163.22

Model Selected:

*

Yc = (60.856 - 3.293-fx )2

R-Value
.927
.993
.725
.968 .

R2-Value
.859
,986
.525
,937

F-Test
(.95)
Failed
Passed
Failed
Passed
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TABLE 24

REGRESSION ANALYSIS
($61,000 OR MORE MARKET VALUE)

X-Value
(Listings)
83.1
46.7
22.1
18.2

Y-Value
($ Cost)
400
700
1400
2100

Models Tested:

sy/x

Linear
Power
Hyperbola
*Square root XY

423.88
177.01
3787.10
298.70

Model Selected:

*

Yc =. (63.141 - 4.931 - / I ) 2

R-Value
.890
.993
0
.958

R2-Value
.792
.987
0
.916

F-Test
(.9 5 )
Failed
Passed
Failed
Passed

74

The three demand/cost models are graphed in Figure 9.
;0ST
300

500

150
UNITS

LISTED

Fig. 9. Graph of demand/cost equations. The control lim its
are not drawn on this figure due to space lim ita tio n s ; however, a ll
data plots are within the 1 standard e rro r control lim its .
The next required step is the determination of total expected
annual lis tin g s .

This is done by solving each of the three demand/cost

equations in terms of X, and substituting varying Y values.

This was

accomplished using seven d iffe re n t f l a t fee amounts, and the 1, 2 and
3 percent commissions.

The three, expected annual lis tin g figures were

180
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then m ultiplied by the associated Y value (price) with the result being
the unadjusted total annual revenue.

Since revenue is only generated

by lis tin g s which actually close, the total annual revenue figure was
adjusted downward to re fle c t a 60 percent closing rate.

These compu

tation and the resulting expected annual adjusted total revenue is
shown in Table 25.

TABLE 25

EXPECTED ANNUAL TOTAL REVENUE

$21,000-40,000

$41,000-60,000

$61,000 or more
ADJUSTED
UNADJUSTED
TOTAL REVENUE TOTAL REVENUE
$91,800
$58,860

PRICE
$300

UNITS
72

REVENUE
$21,600

UNITS
170

REVENUE
$51,000

UNITS
85

REVENUE
$25,500

400

61

24,400

152

60,800

76

30,400

115,600

69,360

500

49

24,500

136

68,000

69

34,500

127,000

76,200

600

41

24,600

122

73,200

61

36,600

134,400

80,640

700

33

23,100

108

75,600

54

37,800

136,500

81,900

800

27

21,600

98

78,400

49

39,200

139,200

83,520

900

21

18,900

88

79,200

44

39,600

137,700

82,620

1%

72

21,600

136

68,000

54

37,800

127,400

74,640

2%

41

24,600

79

79,000

27

37,800

141,400

84,840

3%

21

18,900

45

67,500

12

25,200

111,600

66,960

SOURCE:

Questionnaire.
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Cost Data
The f ir s t cost that was determined was the monthly operation
cost.

A ll cost estimates are the resu lt of v e rifie d best judgement,

using the Small Business Administration formats and checklists.

Once

the monthly costs were determined, the individual items were extended
out to determine the amount of cash on hand needed to s ta rt up the
business.

The operating costs, the debt service cost and the equip

ment amortization costs were then added together to determine the
total fixed costs.

These computations are shown in Tables 26-28.
TABLE 26
FIXED COST COMPUTATION
MONTHLY OPERATING COSTS

ITEM.......................
Salary of Owner-Manager
Other Salaries (1 general o ffic e asst)
Rent
Advertising (general)
Supplies
Telephone
U t ilit ie s
Insurance
Taxes (including Social Security)
Maintenance
Legal and Other Professional Fees
Office Machine Rental
Mi seellaneous

Monthly Cost
$2000
650
450
60
30
30
65
35
270
50
50
150
150
$3,990 Monthly operating
costs ...............

FORMAT SOURCE: U.S. Small Business Administration, SmalJ[
Marketers Aid, No. 71, September 1977, p. 6.

-
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TABLE 27

CASH NEEDED FOR BUSINESS START UP

ITEM

CASH NEEDED

Salary of Owner-Manager
Other Salaries
Rent
Advertising (General)
Supplies
Telephone
U t ilit ie s
Insurance
Taxes
Maintenance
Legal & Professional fees
Office Machine Rental
Miscellaneous

$ 4,000
1,950
1,350
180
90
90
195
35
1,080
150
150
450
450

Fixtures & Equipment
Decorating & Remodeling
In s ta lla tio n of Equipment
Starting supplies
Deposits with U t ilit ie s
Legal & Professional Fees
Licenses & Permits
Advertising fo r Opening
Cash

2,750
600
500
300
150
500
100
500
500

EXPLANATION
2
3
3
3
3
3
3
1
4
3
3
3
3

Months salary
Months salary
Months rent
Months adv
times monthly
times monthly
times monthly
Months premium
times monthly
times monthly
times monthly
times monthly
times monthly

Actual
Actual
Actual
Actual
Actual
Actual
Actual
Actual
Actual

cost
cost
cost
cost
cost
cost
cost
cost ~
amount
' \ v_

$16,070

Required cash on hand for
s ta rt up.

FORMAT SOURCE: U.S. Small Business Administration, Small Marketers
Aid, No. 71, September 1977, p. 6.
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TABLE 28

COMPUTATION OF TOTAL FIXED COSTS

Assuming that only $6,070 of the required s ta rt up cash is
available from the owner, a loan of $10,000 would be required.
Assuming: $10,000 @ 9% for 5 years, the annual debt service
requirement =
$3,078
Annual operating costs = $3,990 per month X 12 =
$47,880
Amortization of equipment in 5 years = $2,750 * 5 =
$

550
$

3,078
47,880
550

$ 51,508

Annual Fixed Costs

When computing the variable costs, two separate costs were
considered:

The cost per lis tin g and the additional cost per closing.

The lis tin g cost (VCi) was computed fo r a ll expected annual lis tin g s ,
while the closing cost (VC2) was included only for the expected 60
percent closing.

The computation of variable costs at d iffe re n t

commission prices is shown in Table 29.

The costs associated with

the lis tin g ($73.00) are prim arily related to advertising, while those
for closing ($25.00) are a ll miscellaneous costs.
j
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TABLE 29

COMPUTATION OF TOTAL VARIABLE COSTS

Expected Annual
Listings (EAL)

Price

VCi
(EAL X $73.00)

327
289
254
224
195
174
153
262
147
78

$300
400
500
ouu
700
800
900
1%
2%
3%
C ftA

SOURCE:

VC2
(EAL X .6)($25.00)
$ 4,905
4,335
3,810
3,360
2,925
2,610
2,295
3,930
2,205
1,170

$ 23,871
21,097
18,542
16,352
14,235
12,702
11,169
19,126
10,731
5,694

Questionnaire.

Now that a ll costs and revenues have been defined and computed,
the overall p ro fit or loss can be determined.

Table 30 details these

computations.
TABLE 30
TOTAL REVENUE VERSUS TOTAL COST
(ANNUAL)

Price
$300
400
500
600
700
800
900
1%
1%
3%

FC
$51,508
51,508
51,508
51,508
51,508
51,508
51,508
51,508
51,508
51,508

TVCl
$23,871
21,097
18,542
16,352
14,235
12,702
11,169
19,126
10,731
5,694

TVC2
$4,905
4,335
3,810
3,360
2,925
2,610
2,295
3,930
2,205
1,170

TC
$80,284
76,940
73,860
71,220
68,668
66,820
64,972
74,564
64,444
58,372

TR
$58,860
69,360
76,200
80,640
81,900
83,520
82,620
74,640
84,804
66,960

Profi't
(loss)
$(21,424)
( 7,580)
2,340
9,420
13,232
16,700
17,648
76
20,360
8,588

'
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The results show that the HMS can make a p ro fit at any com
mission fee from $500 to $900 or at any o f the three percentage
rates.

The greatest p ro fit w ill be earned by charging a 2 percent

commission fee.
The fin a l information needed to complete the financial analysis
is the break-even point (BEP) computation.

The to ta l variable cost

per sale is computed to be a constant $146.00 fo r the f la t fees.

For

the percentage rates, a separate BEP had to be computed for each of
the three market value categories, since the price varied with market
value.

The break even points are shown in Table 31.
TABLE 31
BREAK-EVEN POINT COMPUTATIONS
(ANNUAL SALES)

Price
$ 300
400
500
600
700
800
900
1%
2%
3%

BEP..........

Expected
Annual Sales

334
203
146
113
93
79
68
157
65
42

196
173
152
134
117
104
92
157
88
47

Difference
-138
- 30
6
21
24
25
24
0
23
. . . .5

Summary
In order to properly interp ret these s ta tis tic s and data, the
reader must recognize that a ll cost data were developed using the
most lib e ra l estimates.

When any doubt existed, the higher cost
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was used.

The reverse is true for revenue data.

vative estimates were used.

The most conser

You w ill note that the revenue compu

tations do not include revenue for those p artial services lis te d in
chapter 6.

This conservative approach is the only proper way to

evaluate financial fe a s ib ility .

Even under these c r it e r ia , the

HMS service returns a substantial p r o fit.
One additional caution is required when evaluating this feasi
b ilit y study.

The majority of the revenue projection computations

were based on data extracted from the questionnaire.

There can be

no quarantee that the questionnaire respondents w ill actually carry
through with th e ir stated intentions.

This problem, which is in

herent to a ll questionnaires, has been minimized through the use of
probability factor adjustments based on historical data; however,
the reader must be aware that this situation does e x is t.

CHAPTER V I I I

CONCLUSIONS
The two key questions asked at the beginning of this project
/ere:

Is this type service feasib le, and w ill i t be p ro fitab le.

‘he answer to both questions is yes.

In terms of fe a s ib ilit y , no

>bstacles were found of any significance.

In terms of p r o f it a b ility ,

;he figures in the previous chapter show quite conclusively that
;here is s u ffic ie n t demand to make the service pro fitab le and at the
;ame time less expensive

tothe customer.

One question that was continuously asked

during the

'esearch fo r this project related to what happens i f the owner is
insuccessful at se llin g his own house through the HMS service.
inswer is re a lly quite simple.

The

The HMS would refe r the s e lle r to one

)f the professional fu ll service realtors in town and would recommend
:hat he ungrudgingly pay the 6 percent commission.
Before closing, one fin a l comment needs to be made.

The over

all impression that was received from reading the returned questionnaire
is that there are three d is tin c t groups of homeowners in Great F alls.
The f ir s t group, which is by fa r the la rg es t, places a high value on
the service provided by the realtors and showed l i t t l e interest in

any other option.

The second group is composed of people who w ill

never want, nor pay for any help with s e llin g th e ir homes.

The th ird

group contains those people who are d is s atis fied with the existing two

options of "go i t alone"

or "pay the price".
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I t is this group that
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:onsistently expressed the strongest interest in the HMS.

I f the

lome Marketing Service is professionally and e th ic a lly run, this
;hird group of people w ill respond and provide the financial reward
lecessary to the survival of the th ird a lte rn a tiv e .

APPENDIX

COVERTETTER USED TO TRANSMIT QUESTIONNAIRE

I am a graduate student at the University of Montana, School
of Business Administration, and I am conducting a research
project on the real estate business- in the Great Falls area.
Your name has been randomly selected from a l i s t of Great
Falls homeowners to participate in the survey.
This survey is designed to provide information needed for the
research project, which has been sanctioned by the University
of Montana, Graduate School of Business Administration.
The information gathered from this survey w ill be used only
for academic research purposes in the completion of this project
Please be assured that this survey is not a sales "come-on", nor
a means of identifying leads for a sales program. The survey
is to ta lly annonomous and w ill not re s u lt in follow-up phone
calls or v is its from a salesman.
The questionnaire attached to this le t t e r has been prepared and
mailed at my own personal expense. Since I must have a ll
questionnaires returned to me to insure s u ffic ie n t data for
my project, I would greatly appreciate you taking a few
minutes to answer the questions and return the completed
questionnaire in the enclosed, pre-addressed, pre,-stamped
envelope.
"
■
The questionnaire is intended to be completed by the head
of the household, and is only intended to be completed by
persons who own a home or are buying a home.
I f you have any questions concerning the survey, please feel
free to contact me at my home phone in Great Falls* 727-6948.
(a fte r 5 pm). Thank you in advance fo r helping me with this
research project.

THOMAS M. BURGER
Graduate Student
University of Montana
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AGE:

Under 25___ ,

SEX:

Male

26-35_

QUESTIONNAIRE
36-55
, 55-65

Over 65

or Female

EDUCATIONAL LEVEL:

Put a check mark next to the highest level achieved.

Did not complete high school
Completed high school
Some college, but did not graduate

Undergraduate degree
Graduate work, no degree
Graduate degree

PRESENT OCCUPATION:
.

NUMBER OF YEARS IN YOUR PRESENT HOUSE:
DO YOU EXPECT TO SELL YOUR HOUSE IN THE NEXT 2 YEARS? Yes - , No

, Undecided,

ESTIMATED PRESENT MARKET VALUE OF YOUR HOUSE:
Under $20,000
$21,000-$30,000
$31,000-$40,000
$41,000-$50,000

$51,000-$60,000
$61,000-$70,000
$71,000-$80,000
$81,000 or more

HOW MANY HOUSES HAVE YOU OWNED, INCLUDING YOUR PRESENT HOUSE?
HOW WAS THE MOST RECENT HOUSE YOU SOLD HANDLED?

0. REASON WHY YOU USED A REALTOR
TO SELL YOUR LAST HOUSE ( I f
applicable). Check each item that
you consider to be a reason.

REASON FOR SELLING YOUR LAST
HOUSE YOURSELF ( I f applicable).
Check each item that you
consider to be a reason.

To take advantage of a
M ultiple Listing Service.
Needed advice on house value.
Wanted pre-sale advice,
Wanted only qualified prospects
looking, at your house;......
Tried by yourself but could not sell,
Convenience
Had to move before house was sold.
Did not know how to do i t yourself.
Other (Please specify)______________
1.

By a re a lto r
By yourself
Other (Specify)
No previous house(skip to #14)

To avoid paying commission.
House was sold before i t
went on the market*
Sucessfully sold previous
houses by you rself.
Other (Please specify)J____

IF YOU USED A REALTOR FOR THE LAST SALE, WERE YOU SATISFIED WITH THE SERVICE?
Yes

No

Does not apply
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2.

IF YOUR ANSWER TO THE PREVIOUS QUESTION WAS NO, PLEASE EXPLAIN WHY
YOU WERE NOT SATISFIED:

3.

IF YOU USED A REALTOR FOR THE LAST HOUSE YOU SOLD, WHAT WAS THE
COMMISSION RATE?
%. OR IF THE CHARGE WAS A STRAIGHT FEE, HOW
MUCH WAS IT? $
.
■ OR IF YOU SOLD THE HOUSE YOURSELF, ESTIMATE
HOW MUCH YOU SPENT ON ADVERTISING, LAWYERS, SIGNS, ETC. $_________ .

4.

WILL YOU USE A REALTOR WHEN YOU GET READY TO SELL YOUR PRESENT HOUSE?
Yes

No

Undecided.

5.

WHY? PLEASE EXPLAIN.

6.

WHEN YOU BOUGHT YOUR PRESENT HOUSE, DID YOU BUY IT THROUGH A REALTOR?
Yes
I f Yes, Why?
as apply.

No
Check as many items

Wanted housing market orientatio n,
'Wanted convenience' of a lis tin g
^service.'
’ Wanted advice on property values.
Wanted help arranging financing.
’ Had no previous experience at
buying a house and you thought i t
best to rely on a re a lto r.
The house you wanted had been
lis te d by a re a lto r, so you had
to deal with a re a lto r.
Other (Please specify)____________

I f No, Why? Check as many
items as apply.
Found house by yourself.
’ The house you picked was not
lis te d by a realtor.
S p ecifically avoided a
re a lto r since you could get
a lower price from*an owner
than you could through a
re a lto r.
^
Other (Please specify)

7.

WERE YOU SATISFIED WITH THE METHOD YOU HAD TO CHOOSE?
Please Comment:

8.

Please answer this question as i f you were ready to SELL the home
you presently own.
If
in
a.
b.

Yes

No

Undecided

a "For Sale By Owner" assistance service was available to aid you
selling your house yo u rself, and provided the following services:
Buyer q u a lific a tio n .
e. Advertising preparation,
Central lis tin g of homes fo r
f . Packages of necessary forms
sale by owners*
with step by step instructions,
c. Pre-sale advice.
g. Technical advice.
d. Training seminars.
h. Showing room for prospective
buyers.
i . Make arrangements for showing
your house but NOT do the
actual showing or s e llin g .
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)W INTERESTED WOULD YOU BE IN USING THIS SERVICE AT THE BELOW LISTED COSTS?
’lease mark the appropriate block for the straight fee and each of the three
jrcentage rates).
Highly
Some
Do Not
L it t le
No
at Fee of $400: __ _Interested, ___In te re s t, _ Know,
In te re s t,
Interest
Commission:
; Commission:
Commission:

i
.

Highly
Some
Do Not
_Interested, ___In te re s t, _ _Know,
Highly
Interested,

Some
In te re s t,

Do Not
Know,

L it t le
In te re s t,

No
Interest

L it t le
In te re s t,

No
Interest

Highly
Some
Do Not
L it t le
No
_Interested, ___In te re s t, _ _Know, __ _Interest, _ _Interest

Please answer this question as i f you were new to the Great Falls area,
and are looking fo r a house to BUY.
I f you were in the market fo r afhouse, and the following services were
provided d ire c tly to you,,the buyer, by a "For Sale By Owner"
assistance service:
a. Market orien tatio n .
b. Community fact sheets, which gave pertinent facts about
each section of the c ity . (Example: location of schools, churches
and shopping areas; Neighborhood composition; and other desirable
or undesirable features of the area.)
c. Appointments made fo r the owner to show you th e ir home#
d. Assistance in arranging financing.
e. Showing room where you could select homes to look at from
photographs and lis tin g sheets.
WOULD YOU BE WILLING TO BUY DIRECTLY FROM AN OWNER WITHOUT THE
^
ASSISTANCE OF A REALTOR?
Yes
No____ ____Undecided V
Please Comment:

ank you for completing this questionnaire.
mments, please feel free to do so below.

___

___

I f you wish to make any other

ay
REALTOR SURVEY

1.

NAME OF REALTOR:

2.

YEARS IN BUSINESS/ YEARS IN BUSINESS IN GREAT FALLS:

/ ________

3. GENERAL VIEWS ON THE SINGLE FAMILY DWELLING MARKET IN GREAT FALLS:
A. Price Structure:

B.

Supply/Demand:

C.

Turnover Rate:

D.

Reliance of Buyers and Sellers on Realtors:

E.

What Do You Foresee in The Future:

O v e ra ll, sectional, seasonal, compared to other c itie s .

4 .. VIEWS ON THE PRESENT GREAT FALLS REALTOR STRUCTURE:
5.

WAS 1977 A TYPICAL YEAR IN THE MARKET:

Above or Below Average.

Too Many?, Too Few?

# of Listings, # of Sales, Etc.

6. ONLY 57% OF THE HOMES LISTED IN 1977 WERE SOLD, WHAT HAPPENED TO THE REST:

7. WHAT IS YOUR BREAK-EVEN POINT:
8.

Units Sold

FOR THE HOMES THAT ARE SOLD, WHAT IS THE AVERAGE TIME ON THE MARKET:
Under $30,000
30.000-50,000
51.000-80,000___ _______
Over 80,000
_______

9.

WHAT PERCENTAGE OF CUSTOMERS ARE 1ST TIME BUYERS/ SELLERS:

/
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10.

HOW DO YOU VIEW YOUR RESPONSIBILITY TO BUYERS:

11.

WHAT DO YOU SEE AS THE GREATEST NEED OF:
BUYERS:

SELLERS:
12.. ON THE AVERAGE, HOW MANY MANHOURS ARE SPENT GETTING AND SETTING UP
A LISTING:
13.

ON THE AVERAGE, HOW MANY MANHOURS ARE SPENT PER SALE:
through closing.

14.

WHAT ARE YOUR RATES: Fixed or Variable,

15.

DO YOU PROVIDE ANY SPECIAL SERVICES:

16.

WHAT DO YOU FORESEE THE FUTURE RATE STRUCTURE TO BE:

17.

PROFILE OF SALES STAFF:

A fter L is tin g ,

Negotiable, decrease with tim e,etc.

# FULL TIME
§ PART TIME
___________
# OTHER
# MALE

/ FEMALE_______

AGE( MALE) _ _ _ / AGE(FEMALE)
GENERAL DESCRIPTION OF EDUCATIONAL BACKGROUND:
AVERAGE # OF YEARS EXPERIENCE IN REAL ESTATE________________
AVERAGE # OF YEARS IN GREAT FALLS REAL ESTATE
18.

.....................

WHAT ARE YOUR THOUGHTS ON THE MlNI-SERVICE REAL ESTATE AGENCIES:
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STATISTICAL VALIDATION COMPUTATIONS
1.

The f i r s t step was to compute the arithm etic mean of the sample.

This was accomplished using the following formula:

Y
As=

N

Where

X*s = mean of the sample
f

=

The number of houses sampled in the market
value group.

m = The average market value in the group.
n =
_f
13
15
20
20
8
5
4
2.
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m
$25,000
35,000
45,000
55,000
65,000
75,000
85,000

The resulting jTs = $41,941

The next step was to compute the standard deviation of the sample.

This was done using the equation:

The resulting CJT =
3.

$17,213

Now the sample size computations can be completed using the

following equation:
Where

n = Samples required
T s= $41,941

Xp= Mean of the universe
(from historical data)
2 = Standard normal deviate
0 95% confidence
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The required sample size was computed to be 126.
4.

In order to compute the T-test value, the standard error of

the mean had to be computed f ir s t .

This was accomplished using

the equation:

-—
0

where

O7
n fir

x =

0 "x

=

standard error of the mean

{ j s ~ standard deviation of the
sample
n =
The resulting O r -

8

1867

The T-value was then computed using the formula:
r =
Ir
■c

*s ~ *P
*

Tc =

where Xs-Xp = 3014

CT x

=

1867

1.614

Since Tc is less than the T-table value at .05 and 84 degrees of fre e
dom (1 .9 9 ), the hypothesis that there is no significant difference
between the sample mean and the population mean is accepted.
5.

When the required 126 samples were received and tabulated, the

procedures ju st shown were repeated, using the revised f values, with
the following results:
XS1

=

$41,767

=

$15,945

n

=

121

C T fj

=

1421.12

Tc

=

1.99

Tc

=

Tt

(J s i

(which is smaller than the sample size already
collected)
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CHRONOLOGY OF EVENTS ASSOCIATED
WITH ANNEXATION MORATORIUMS
1963:

Moratorium imposed on land development south of the
c ity i f additional sewer service was required.

Sept 16, 1968: Total moratorium imposed fo r a ll annexation.
Nov 3, 1969:

All moratoriums were recinded. Requests for annexa
tion to be handled on a one-for-one basis. Annexation
would be allowed i f sewer and water systems were deemed
to be adequate.

Dec 8, 1969:

Moratorium reimposed preventing any new development
south of the c ity .

May 22, 1972:

Total moratorium reimposed preventing any new annexation.

April 1973:

Although the moratorium was not o f f ic ia lly recinded, the
new c ity engineer began approving selected annexation
requests on a merit basis.

Feb 1978:

Requests for annexation and building permits are reviewed
for merit and impact on water and sewer f a c ilit ie s .
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